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"PREFACE

;o
w

This is MDC's final report to the Office of, National Programs,"

United States Department of Labor, o:/a project entitled "Eacilitator s

N

e Role in;Collaborative Rural Development. - The project began in l979

as a study of twelve rural development efforts which comprised the North‘
Carolina.Rural-Employment Laboratory. It was expanded in 1980~ Bl to
include rural development projects in six other states.

The first year final report (May 1980)- and subsequent interim
reports (November '80 and May . '81) provide detailed analyses of the
~vNorth Carolina Rural Employment Laboratory projects. MDC acted as a

N

facilitator in the implementation of several of those projects while

monitorin their pro ress ver a two-and-one- half year eriod Since
8 prog p

’

most Rural Employment Laboratory projects were initiated by federal

: . ,

or state government and involved intergovernmental linkages as a'major.
" theme in'theit implementation, MDC's reporting.concentrated’on inter-’

agency coordination.

v One of MEC's conclusions from its experience with the Rura)
Employment Laboratory.was that local initiative is a key factor in
.successful rural development-projects. Several of the Eural Employment
Labora:ory projects ‘that were initiated by federal_or state government
failed or floundered because of the lack of local support. This
conclusion, combined with the current climate of reduced federal
spending and the movement'to giVertates‘more control over federal

assistance programs, led MDC to choose a different focus for its final

six montP@ of work and for this final teport.,

¢




In these days of tight budgets and reduced federal presence in

rural development affalrs, it is lmportant to 1dentlfy economic

:development strategies for smaller clties and rural areas that can,
be effective without massive infusions of fede:al dollars. Yet MDC's
fqteVlew‘of'the‘literature on econOmicvdevelopmentiln smaller cities and

rural areas found a conspicuous absence of information on”such
o C . ,

‘~vstrategieé. Consequently, MDC\set,out to identify model rural -

/ .. . ‘a .

development stfategles-which can be 1n1t1ated,locally;or by the states

-

-and which can survive thtough,local support.

< A 'Thls:quest took us to six States'({n addition to North'Carollna)
that offer examples of locally lnitiated“economic development efforts
. ! » ) 1
and statﬁ support for such efforts. The states are Califbrnia,

KenLuckyt_MainelmMassachusetts,woklahoma,aand.Mezmont*“ulnmeach~s£ate,

v
3

+tions. A wide range of state and local efforts were examined —— small
business assistance programs, innovative developmental finance

1nstltut1ons, 1ndhstr1al parks built by local deyelopment corpoxatlons;

‘state programs that provide technical assistance to local development
. . \ _ _ .

organizations, and many others. The projects presented -are not

necessarily the best examples of local economic development activity
. 14 “

! :

going on in the countfy, but they offer a diverse and representative
. . 7 :
l sample of locally initiated economic development efforts under way today

'

‘ in smaller cities and rural areas.
" Learnings from projects in all seven states together with the
researchers’ collective experience in the fields of employment and

i [

tralnlng and economlc ~development (1ncludlng extenslve work wlth

MDC interviewed state officials and staff- of local development'organlza-"

' .‘




‘vgoVernment and community-based organizations and academic research and

J

teach#ng in the area of economic dévélbpméﬂt)_h?veTséfved‘as‘$he basis
fér-a;élysis and assgssment'p£~locally'iﬁ1tiated approacﬁes to economicA
development. - The approaches sfudied share several characteriseiCS.
They:tend to be modest in scalé and to.concentrate onvstrengthening:'
.fhe local smﬁli business sector;.-ngi.were inftiated bj local private
nonprqfit orgapizaiioﬁs with close ties to bogh 1ocai government and
the busineés.commuﬁi;f. ALmost'all of>mhe ac&ivﬁttes studiea recéived
support. ‘from either state‘ot'federal~goverﬁment."since'thcy‘involvcd
effo}té to lift a_iocaf écbﬁdmy apove the level of-developmcpﬁ
attainable through private. investment alone, . Finally, éeveral of tbé

»

projects were targeted toward maximizing local control of economic
: . ' r .

activity. . o ' . ) ‘ g o

The study's findirgs relate both to local economic development

strategies and to state support for such strategies. Part I -- the body
N i .

e

Abfathe report ~- consists of three chapters. Chapter 1 presents the

study's overall approach to economic development in smaller cities and

- - )

rural areas. Chapter 11 analyzes three local cconomié development
K i . . .

' ’

strétegies that were identifieqd through the field work and discusses

1)

the characteristfcs of local organizations that have initiated these

strategies. Chapter 111 treafts state Supbort for local economic
. .‘,‘.O ) "" .
development. Part 11 of the report includes detailed case studies on-

‘

each of the seven states. It is followed by a summary of the North

nt Laboratory and a bibliography.

[y
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Contrasts in Development

1. INTRODUCTION AND OVERVIEW'

’
'

: , ’.

\

The.folldﬁing tale of three cities is presented to illuStratg the
. A v ' ! / s ' ’ .
varying economic develppmént problems faced by smaller cities and rural’

1

areas and thé variety of possible responses to those p#oblems. The

three cities -~ Stoney Road, Elvira, and Triple Creek -- are not real
4 .

places, but composites drawn from a number of actual smaller cities
around the hation. ' : - B

! *

-

Stonéy'Road was once a rapidly growing northern city. _Bgtﬁeen

i

1870 and 1900, 1ts,pobulation doubled each decade. But since World

War 11, its populatioh has declined slowly to its present level of

75,600, T - F—
| In the old.days, Staney Roadlhad-many busy stores, rgéﬁau;hnts,
and hotgls in iFgldowntoyﬁ gfga. qusto@ers came f}om_thé.town anQvthe
surrounding a?eas,'aﬁd‘frpm thevtrains that stoppéd twice.dail; on their
~“way between Boétoq and Chicago. The town was'known_iorgfts.dLQerse
'ménufacrufing?base,'its skilled work force, its transportation. system,
and 1£sf%rcéllent pubi1§~scgools.
Today, soﬁe gay that Stoney4R6hd is dying. They point to 1£s high
~3nemp}oyﬁent;'1ts dated‘manufnc;uring'facilities, its lew-technology
product lines, ah&‘ité downtoWn(sus{neéses, losers in the fight with
the moaern, regional shopping mall. They also n9te the closing or,
contraction of"three major factories in town. One, ;n'electronics

manufacturer, closed after forty years of operations and laid off 1600

workers. A modern electronics facility was opened by the same pa}ent

-

b




corporation several years later in central Canada. A second

ménufaéturék, a pnoducer of farm equipment, was pu?bhased'bY a Chicago-
Sased‘ébnglémerate-énd then resold to an'Arizoﬁé cofpofationm Though
the plant now‘bperatesiat'grea;er efficienéy Becéuse>of;modern12gd
equipment, its work force is sma}lér than it was befofé the 'sale.  The

third manufacturer, a local family-owned producer of outdoor recreation

4 J

» 3

- equipment, was founded more than seventy ycars ago. Despfhe ies f

- ) - . - l
stability and modest profitability, the company's market share has

fallen in the last decade because of dated bﬁ§iness practices and o !
insufficient product development. ,
fe

Last‘yCSr; Stoney Road was one of several finalists vying-for the S,

siting of a $Q60 millioh; 1.5 million square foot eﬁgine plant to be

[

¥
’

‘built by a national corporation. That compeéiiive place was secured
! . )
only after the county industrial development agency had devoted _ T .

" thousands of staff hours to assembling a bidding package for the plant

[l
! I .

"and after ithe state had offered $150 mi
LA Y L - .
chose to build at a Sunbelt site after considering oo

’

llion inyincehtiveé. The
company, hdwever,

almost 200 alternacivés. o 4 : : } "

Again, some would say that Stoney Road is dying. But, as with '

'Mark Twafn, reports of the death of Stoney Road are greatly exaggt’:ratc-\c:\.\\\ﬁ
4 . .

" Despite the appearancevof economic decline and in the face of actual
compeiigiQe losses; local businesspepple, labor officials, and civic
leaders are'worktng nogeéher,'éonvinced thét Stoney Road éanvhayp a
souﬁd_economié'futurel An ecohomic development committee, ;upported

by county staff, has been formed. Several committee members approached .

the state for a sced grant -- a small fraction of the $150 mi}li/on in _ 4 . ‘

N s




the state had offered to the large éorboration. Though

i et
_incentives that

* the state declined; Stoney Road's leaders have not been discouraged.
. ’ /

Stoney Road, they say, is a good p1§ce to work; to live, and to raise

-
i

“ a family. A local banker took that feeling a step farther: '"More apd
more, we are learning that we have to depend on our local people and |

our local companies. That's our future.' ¢

'

More than}sob miles to- the south of Stoney Road is Elvira, the .
"o : i : s . g 4 :
site finally selected for the $400 million engine plant. Though

»trgubled by dislocations in the arga'é agricul'tural-and forestry sectors
in the 1950s and '60s, the city of 30,000 has since been growing
rapidly. - .An expanding number of branch manufacturing plants supports

: ' . _ .

an affluent business community, and real {ncomes are'generally‘riéing.

Yet Elvira still has itsﬁproblems. Though the engine;plaht’ﬁill'
offer a large number of jobs at wages slightly above éX}Sting levels,

the ayeragé;wage of prpduction and sgrviceAworkéts in town.i;'sgtll
below thq state and national ave;ageL Most fa;ilies have two'adults"
working fﬁll;;lmé éo makétéhdgléegt; andiin the fhé: few yeérsivlayoffs
have become more fréqugnt.' Housing prices and rents have gone ub
sharply withlthc'city's growth, and more and hore people are‘liQing

in less expensive outl&ing areas and commuting to Elvira on

inctedsfngly'congested highways. Local tax rates have increaséd, partly

. - because of generous tax incentives given to the branch plants and the

eitension of expensive infrastructure to serve new indusﬁrgal facilities

and partly because of population growth, Local employers have been
. _;less than pleased with the "raiding' practices of the new engine plant;
many of»theif mds;Acxpefiehced workers are moving to better jobs at

the new facility.

i 1o
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The local néwspaper attempts to ar;icdlate the growing discqn?‘ent o .

in Elvira. Though economic growth haé'certaihly solved many of the

3

préblems faced by Elvira in the }9505.and 1960s, it has-atﬁthe_same’

time created hewﬁprobléms.- A receng.editorial‘c;ncluded: "Bigger does

" not.alwaig mean bgtter. -Steps must be“taken-to improve E&vira’s'quality/
of Ufg.';t . | - - | S ;

| The editorial ;eflecced a growing conéern in the community. |
. , v ; :

Several of,Elvifa's leédihg citigens, at the behest of the loéql chamber B

of cdmmcrce, began discussing fhé town's future, and particularly’' the

relacioﬁship between community development and indu;trial d;vclopmgnt.

Subcommittees were formed to consider, améng other Mattcrs, methods
5 ” B - |

of distributing the ta§”burﬂen horeAcquitably and oprions for develop'ing

a modcfate—tncomethUSing and ngighborhood'coﬁmeiciaI project. A

i

locélly oriented deQelbpmént broccsé seems to be under way.

In .another part of the coun;;y~1tés Tr;ple Cr;ek, a county seat
of 10,000 peopie.. Triple Creek suffers neither the growth pangS'§£'4

| ' e .

Elvira nor the economic decline of Stoney Road:' Tr}pli'Créek.’like L
' many other towns around the'couhtry,bhas for a longvtime experienced
neithcr growth nor decline. Basically, it has a stagnant egdnoﬁy; it S
{s isolated from national markets because of its distance from
interstate highways~§nﬂ the fegionai aifport. ,fhere is a good déal
of farmiﬁg ih the surrsunding érea, and Triple Creek has élw;YS served'. ’ ‘v
as a'markét‘center for local farmér?. VIt has.retail.and wholesale
sgdres, finapdial §e;v1ce§, mainténahce and repair operations geared \

toward agriculture, and the‘variety of personal service cstablishnents

found normally in smaller cities. Of course, the county government

1]




'

and the county schoelsAare among the largest employers in the area:

~

‘Not surprisingly, most of the more ambitious young people who' grow up
in Triple Creek leave after graduating from high school.
The residents of the area correctly see that outside companies

are uniikely_to discover their community and invest in it. For better
R . ) ) . ®
of 'worse, they have learned to get by on the basis of their own

1

initfatives and resources. The local development organ(zation in Triple

_C}eek recently hired a creative new director. That person has ot

bfofmulared a realistic strategy for local economic development that

’

v 7
builds on a series of modest projects. Taken individually, the projects
will neither create large profits nor significant expanszen of jobs

and local bﬁsineés-opporcuntties. But taken together, over a period

v~*of“timc'“they~wfi%“strengthenwfhe eeonemy»and~he4p~make Triple- Cceeh

a better place to live and work.

- N

The Argument'of‘the Study

Stoney Road, Elvira, and Triple Crce_

P

‘are fictitibus places. Yet

\
their experiences are not uncommon ‘{n the smaller cities and rural areas
of the United Stetes. People living in the Stoney Roads are'realizing '

that competing for large-scale {ndustrial rospects can b& an expensive,

riskj; and ultimately unrewarding effort.\ he residents of the Elviras,

whilel enjoying the benefits of economic growth, are also becoming aware

\

" of its costs. They are coming to realize ﬂg t while industrial

"development may solveléome'of their old prollems, it often creates new

|

ones.

A




i_ ., 7 Botlr communities ‘are beginning to understand what the people of

Y o Triple Creek have known all along 'that they must take a new. look:at

the talents and . resources available at home, and that the} must'rely
T . . TR ; R
increasingly on, their own in1t1ative in dealing with local economic

. LS ',' ‘ RS . v :
problens in a Very'realfﬂense* this d1rection harks back to the

4

national econdmy from tHE.groundkup:
L . < ‘. : R
- = gnd not ‘the other way around

o,

. » Yet the leaders of the Sroney Roads, EIv1ras, and Tripde Creeks

H

5 S need more than realizationS'and'new d1rections." They need'avclear
A.; } '.‘ ‘ : i . ’0'.. " » - - “ . .
S " understanding of the economic develcopment prdcess and of means of imple~ '
‘ menting it in smaller cities and rural.areas.’ They need to know how

their»local organizabions can be better utilized to: br ng abOut local

: : : Y
economic‘development.’ They need fresh 1n51ghts aboutvsupportxve rolesv

for government, partfcularly state govérnment..‘That'necessgry.knowledge
base-is the subject of this study. . . o
>Thisistudy;identifiesbeconomic deyelopment strategies that have
S , R

~veNp.qffectxve in smaller/citles and rural areas and suggésts how -
]

- N . *
o

state government can: support the strategies and keep them v1able in

‘.ﬁ__ ‘ ‘the»face‘of~reduced federai,assistance.. This chapter touches on bo@h

RRERN

'_our"approach:ahd-ourff{ndihgs."#irst,'it offers a;definition'of‘
,economic.déyelopment and discusses - the smallér ¢ity and xural.context -

*and its implicatiohs on economic developmert strategies. It then -

A

- . . i . . A, ~
N . o « . P . R

introduces- the study's findings on: local economic development and on
“introdu | y's findings on' local ecenq lopment :
L . . E—. . . . , o . L . ‘ . . .

. L ‘ e . ) 3 . f T ) P . L .
Lfﬁ_//‘fh'_e state role in supporting local efforts.. - -~

a
y T

i

T

5 H .. .
Aruitoxt provided by Eic: . :
. " .

e - - . . VRV . L [ o e iy im e o e




. .. Definition of Local Economic Development - .- - .

) A - N . - ‘ . . .,; . . R ) - ) .

o , Before state or local actors try to influence local economic develop~
" ment, they need a clear notion of what they“are trying to achieve and an ’

Al L

'understandfng of~hou'economic development'occurs. _Economic development"

.within%b community is shaped by the plans and‘Fctxons rof bu51ness ent1ties, '

wifh varipus 1mportant forms of 1nvolvement by the public sector._ This stuoy

is'%oncerned &Kth local economic development - with the ways in which , N

r

'-local.bUsinesses, community~based otganrzations, and-state .and local

~ ) LI

governments can influence economic activity in order to benefitftheg v

people living in a particular locality. To guide our assessment OFf
T o ' o o : o . _
the several actors' efforts to shape local economic development, the

following definition is proposed:

_ Local economic development is a process that increases ‘
7 income, employment and self-employment opportunities, and
. [ met tax revenues; improves the long- term stability of the S
local economy; improves, or at least maintains, the local . v
quality of life and work;: and otherwise enhances the well-" e
being of the local populatxon. fi : S . i

- VSeveral\polnts in elaboratlon of this deflnition may be helpful
A . -

First, the def1n1tlon v1ews economLc development as a broader construct

4

than 71mple economic growth : Economic growth reflects only the‘ L ; ,

guantltatlve aspects of deVelopment. It iE.technically defined as the
overall increase in output qr.production for'a period of time. When

)
i

local production. increases, there are generally more jobs; more income,
) ) . ' . : : » ' | ) " . . ’
; more sales and bank deposits, more local construction, and more tax . .

o . . . -~ .

revenues. But economic growth also involves economic forces that can.

-

)

eliminate existing jobs, force business contractions, increase

' government expenditures, and drive up local living costs. Economic

RIC. D

P . o . : , : S




-.pOSitivé quant

- failures, tax revenues in excess of tax expenditures, and higher real

. . . y ’ ‘& .
growth, then, contribu;éS'to‘economic devélopment when there are

itative effects on a net basis -- more jobé gaihed than

lost{ 'more business start-ups and expansions than contractions and N

incomes. o o Lo

»

' Another component of economic development which is sometimes viewed
2

as synonymous with the whole is industrial development —- that is,
. v > _ A

growth and change in local manufacturing ‘activity. Manufacfuiing growth

is viewed ‘as developmental because new manufacturers-usually increasc

-

ERIC

Aruitoxt provided by Eic:

'development can produce both bositive and negative”éffépts., For

.example, new industry may increase productivity, but ac:the cost of .’

objectives in addition-to profits, efficiency, and growch} public
officials and citizens need to ponder a broader fénge of gganmic

development concerns.

an -area's export base, provide more jobs at higher levels of producti-

.vity,‘aéd, thfoqgh multiplier effects, gxﬁand local busihess_aﬁd employ-

ment opportunities. Like economic growth, though, industrial

-

local jobs; it may create sales opportunities fe;/ét;c, but eliminate
them for others; it may havé a negative impact on the environment.:
Industrial development has a major positive impact on local economic -

development when it diversifies the local indusirial mix or helps ldcal

_companies become more innovative and growth-oriented, as both of these

.

changes increase the area's long-term economic viability. . s

While economic growth and industrial development are importanmt,

L]

the definition'of'local'economic,developmcnt:presented here4gdes beyond

- them. Just as sophisticated corporate officials consider many

[y




f:better employment and. self-employment opportunities, adequate

) q,’)ﬂ'v\'. . co -

. ¥ .
‘LocalﬂcitiZensfand public officials are concerned with developing

g ' i - B . '4"' . ’ d 2 ' . . .
a stabie-or moderately growing tax base. They'have 4 long;term stake

in the viability of the local economy -and advocate development that

improves, or at_ least maintains, ‘the quality of life. Citizens favorln

v

'compensatxon, reasonable hours and working cond1tions, job secur1ty,

)

carcer advancement possibilities, and other quality-ofﬁwork improvef s

- ments. While they would support higher‘income, they also want. to

',purchase wholesome, safe, and durable products. While preferring

4 participation‘in the'economfc mainstream to Isolation, people still — -

/7

;value ‘self- rel1ance and autonomy ("taking care of myself" and “being

my‘own*boss"), While ‘people value the man- madc env1ronment, they also

want to protect the natural environment;and use natural resourcesvwisely

so"that those resources will also be available to‘theirfchildren;

4&men taking these additional concerns intofaccount,uthe'

v°gualitative changes that must inhere in genuine local economic .~ e

development become apparent. ‘In planning for local economic -
development, the viability of the local economy, the quality of work, f ' .
and, more generally,‘the’quallty of life are.as important as economic -.
growth orlindustrialldevelopment. '

.Finally, it is important to understand that various groups can
support the same~set_of local economic development objectives for quite ’
different reades.v The creation of cmployment opportunities may be

» L3

taken as a case in point. Most members of the business community view

A "

'job creation as a means of expanding the local market for their products

. P,




’
.

and nu:tur1ng~ové:ali econoﬁic growfh. Public 6ff£c1als, in contrast,

might see jdb creat'ion as a step toward expanding the local tax.base’

.and as' a po$1t1ve contribution to the‘long-term economic_stability of
the area. ‘Finally, most cftiéens'would:look on new jobs as a'Vehic}e
for.attaining more income, greater wellfbeihg, and -~ possibly -- an

B o

improved quality of work and life. R ) R

\

The Context of the Study /

J

This‘study focuses on economic development in_smaller gities and

rural areas. ‘Such.areas have particular characteristics that must be

O

ERIC
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‘are lafge cities.

— - - g - et r o -
taken into consideration in designing economic development s$trategies.
B . L .

First, many of these areas are dependent on.a s{hgle aspect -of the

natural resource base and thus are particularly vulncrable'to changes

y

®

[ . N * e

in',global demand, to technologi¢al ipnovation, and to depiétion,of the’

-

resource base. Second, they are marked by dispcrsed.residencevpatterns:p

-

"Thirdy they often lack the infrastructure conducive to development of

manufacturing industries --vwétervand sewer systems, highways; pirports,
and the like. And fourth, many smaller cities and rural areas are

! »

facking in information, technical skills, and administrative capacity

-
v

and thus are more dependent on assistance from state government than
[ Lo

I

Because of 'these characteristics, smaller cities and rural areas

A -

lend themsglyes most'féadily to‘smalf—scale development bfojec;sa' In
thF rural conEex;, large-séale projecgs are likely to occur only yhen
thgy”are‘ihitiated by lérge corhorations or by largé government. Even
in places where large-scale pfojecés can be mouhted, they ére’not always

’

v




desirable. . They can easily,overwhelm an area, straining public services

, H

and COmmunity facilities, taxing the natural environment, cadusing a
i

flood of in-migration, and dras&}cally changing the fabric of the area 'g

i

,,social and cultural life._A

' Although smaller c1t1es and rural areas share a set of defining

, .
characteristics, they vary greatly as well This point is amply

'demonstrated by the seven areas included in this study - nothern.‘ P

* California, eastern Kentucky, southeasternIOklahoma, northern'Vermont,

) Y. -

the coast and mountains of North Carolina, western Massachusctts, and

B ‘f“"““““‘4”“rﬁr*l‘ﬁatﬁe*“*ﬁath“of“these—areasmis—thn‘subject*of—a_ca‘e study

'

presented in Part 11 -of thJs report.

" The relative status of smaller cities and rural,areas in their |
respective states'is one point of variatfon. kentucky and Vcrmont,
for example,‘are primarily rural states in which the rural voice is

heard clearly in the halls of the. legislaturc. California and

" Massachusetts, on the other hand, are highly urbanized, generally

v

affluent states in which rural intercsts have more difficulty in being

nheard.‘~Though most_of.the areas studied are sparsely:populated and

distant from large cities, the range in‘degree-of~YSolation is wide -
indeed A holfow in Appalachfan’Kentucky is Simplybless'accessible

than any town in eastern North Carolina.

e

’ ) Growth is anogher dimension along which the seven areas vary.

Northern California, Vermont, and western Massachusetts have ‘experienced

b
qopulation growth in the past few decades, partly becausc of the in-

migration of educated and skilled urbanites. Eastern Kentucky and

4

pers
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southeastern Oklahoma, on the other hand, have grown little, if. any;
their populations remain stable, indigenous, and homogeneous. Some

|

of the people in the seven study areas are the steadfast heritors of

the independent yéomanwchéracter; others remain dependent on a quasi-

- . " ) - i : . . . . )
paternal employer or government. Residents of the lumber towns in
) o o

northern California and the épal_counties of Kentucky exemplify this
latter condition. : A N
California'and_Kentucky are the twoiareap most dépendent

ey

. A T :
economically on single aspects of the natural resource base -~ lumber

for one; uuai—fnrfthe?other7%4whf%EAnortherniﬁafforniaJs*concern; steﬁ
mainiy frg@ depletion of its cﬁief re;ou;ce, eastern Kenfu%ky worries
about the eventual end of the coal boom and agput the shorter terﬁ of

: cyclgs.ﬁithiﬂ”the boom} Thoggh Vermont has a rich resource.baée, it

" is a small one, and‘its forest§ and farmland ére contested by
recfeational deve!opersoand mahufacturihg firms,vby presérvationists,
and'by,groués that woﬁ}q mérshal the statefﬁrforesré as an eﬁérgy ’
resource. Ot;ér areas HéVg“scant natural resoufcé bases upon which

to build -- southeastern Oklahoma being the best case in point.

The seven areas also differ cbnsideraﬁly as to degree of reliance

on manufacturing. North Carolina's smaller citie§, for example, continue

4 ..

1

to quportbthemselves on their enduring -- 1if lbﬁ-paying -- manufac-
turing 5ase. The state's sfrong and ;enerally successful industrial |
recruitment efforts focus on atttaCting'higher-payihg,indUSny to-North
Carolina. . Maine, b; contrast, though heir té;a traditional manufac- '

turing base, is struggling to keép'itsAmanufaqturing‘firms and jobs.

/
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.‘ Véfmt‘)nt; though formerly an 'agricultural 'state, has succeeded in

14

ﬁeveloping a manufacturing sector in recent decades.. Other areas --

\
*

;Okiahqma, for example -- have never had a significaht manufacturing
base, ihough.not for lack of trying. L ’ -

Some of the areas studied are under strong pressure from

recreational developers; for others, such pressure is important in only
a few ﬁcattergd sités. Some:-of 'the areas have strong environmental
constituencies, so that industrial development is hotly debated and

s ~ .

‘often strongly protested; other areas are quieter on the environmental

question, though their environm ' fou : ed.

K

Attitudes toward regional and state government also differ .
"drastically among the seven areas. California is a home<rule state -~
regional governments -are rare, and state government is mdre tolerated

‘ ' than trusted. Vermont, on the other hand, has an active system of

. , X ’ v

¥ _ regional organizations which act as conduits between the town
. . » . . ) . . L

1]

governments and state goverﬁment.
PR . . . - .

- : YA

';Ih sum, tﬁg sevénﬂarédé ;tpd!éd fogrva‘féir‘ckbression'of the
A éoﬁsiderabie divérsfty that exists?amongAthe émailervcit;es and rural
areas of this country. ?or purposes of considering céonomic'deveerment
. ’ . . 4
stragegies, six types of variations should Pe kept in minq.' Firséi
the economic base of the.;rea must be‘;oﬁsidered: its vitality, its
diversification, 1gs téliancé on;ménﬁféétufing, its natural résqurces,‘
the s;:ength Qf‘its smal} busin;ss secégﬁ;n Second, the‘variety and

sophisticafion of 'the populatioh is important -- an area close to a

7 'university or an area that has had considerable 1ﬁ-m1gra;ion is likely

ERIC. . 20 {
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to have more éiverse human gesources than a more isolated closed area.

~ ‘s

0 Third. the geographic characteristics of the area == its accessibility,

'vits expanse -- must be taken- into account. Fourth, the degree of-local
support for economic.development activity is important' as is, fifth
" the attitude of _the oopulace toward regional and state government.

Finally, the capécity df existing organizations for facilitating and:

initiating economic' development is crucial. ’

Local Economiclnevelopment Strategies

i In

Within the context of smaller cities and rural areas, this study _ .

’identified many projects'tnat fit our"definition of local economic .
development. These projects represent a locally controlled, community-
based approach to economic development. ‘They build on resources that

. already exist in the local economy -- natural resources, existing

. . / ’ . : : . : ;
business activity, and, most importantly, the talents, skills, and e
energies of the local oopulation. Their underlying strategies' - p

’concenfrate on small-scale proiects#initiated and gnided bv oeople
living in the area, often‘witnﬁnelp from statelor.fEderal.government
or other ontside-sourcesf In nose;cases% project.leadership is
furnished by a local deveiopment“organization: -a‘private agency with
close ties to both the private and public sectors,; |

/ The'etudy found local control'andtsupport to oe crucial to the
Hpromotion of economic development; without committed local support,
it is hard to sustain interest in a.project‘throughout the protracted .

development process. Morecover, local control ensures that community

values will be considered in project planning,'that tn€~nighest'level

,21-
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6; benefits will accrue to the community from the project, and that

local resources and ;talents will be better utilized in the project.

And in the coming years, probable decreases in federal and state
assistance will mean that more of the resources necessary for develop-
ment will have to' come from the local_community,‘so that widespread
ﬁlocal support will oe even more important. |

Joint public private initiative was found to be essential in local

economic development projects, since most of the projects entail activities

that neither the‘publiCasectorvnor the-private sector could carry out

”indnneodently+_“Man¥_o£4the_pxo4ects_ate_not_suiiiciently_proiitable to -

attract strictly private investment, yet they require an approach that is
more flexible andventrepreneurial than the sort public agenc1es usually take.: f

Three specific local economic development strategies figure in'
this study. Under the first strateéy - expansion of existing

v

fndustry -- a local development organizatioh helps local manufacturing P

“firms expand by providing.help with' infrastructure, financial

A c
assistance, “and skills training.' ‘The second strategy -- small business .

development -~ can involve_helping'existing retail,-servicé, and small
manuiacturing enterprises stabilize or expand,'or,helping new ones start
up. This SCrategy is implemented'through bdsiness counseling and
'through providing\assistance in obtaining financing. ‘lhe Lhird“strategy,
discussed in this study may be . termed new cnterprise development.‘ It
involves identifying feasible business ideas and seeking people to -
initihte enterprises based on those ideas, with eupport'frOmathe local
development organization. . )

Each of the three strategies for local economic development is

discussed fully in Chaptér 11.

-




The Staté Role

Y

»The,trend toward block grﬁnt funéihg;_howéer far-it is taken,
will créate new opportunities';nd‘responéisilitieg’far étateg ES hqlp
-locali;ies respond to economic déveloémeqt.nééds 1n-che‘l9805. ‘At the
same time, however, state governmént will be undep’increésing fgscal

pressures. Opposition to tax increases combined with_inflation:and

reductions in federal spending will.result in fewer resources with which

~

state governments (and local governments as well) will have to meet

growing problems. and competing demands. This suggests, of coursé, that

- r B

states will have to find bettervﬁéys to. utilize their limited resources.

\ . . . [ ) ) »\]_;\.

The traditional state role in promoting economic development centers
on rec;uictng-new industry and heiping to finance industrial develop-
ment, with adaiciOnai incentives for business and industry implicit

in the stacevgigaxing, spending, and regulacinglpolicies. In fecent
-years, ;hisvtr&ditibnal approach has come under criticism fér several

reasons. While it sometimes influences corporate location decisions,
it doés so at a high public cost. In many cases, state government
provides financing at below market rates, waives or defers taxes, trains

r

workers at public expense, widens roéds; gxtends water 1iﬁes, and

1mproy§s waste treatment facil#ties, all for‘a company th;t might have

. locace4~in the same area without Lhdsc incept%ves.’ Addition;iiy,$s;nce >*\- :
state efforts are targeted to major corporatioﬁs, they assist ‘companies

that need help the least and bypass the sﬁaller, lodglly owned firms

most in need of assistance. Finally, rec;ﬁitment'and industrial

‘ dévelopment have not been successful in certain types of localities,

particularly smaller cities and rural areas that are far from urban ' .

centers and remote from transportation networks. Many local development
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groups in such’ areas have carried out expensiVe promotional campaigns

and developed even more expensive industrial sites only to end up as

. the owners of unused‘infnastructure and vacant industrial parks. Py
- - ; . . * - L . /

MDC's study sought out models for'a different kind of state role —---
state support forfiocally initiated, locally controlledteconomic :

development effortsi MDC found four categories of state activities

' that fic this general description development of supportfve state

policy pruvision of capacity building services, technical assistance,

and fundingﬁjor local development organizations, financing for small

usiness—development; and coordination. These activities. are treated

in detail in Chapter I1I. ' o $
.Neither the local strategies nor the state activities presented

2'.

55er§ are intended to represent a complete slate oi approaches to
economic development in smakler cities and rural areas. Rather, this
study_concentrates on onejgeneral approach to economic developmentA-- ‘
v::anfapproach based on iocally fnitiated, locallchontrolled sttategies
tnatvetate:governnents can‘play a key role in shpporting; Chapters 11
and‘iIIkiliustrate how local people -~ effectively organized, lobking
withinhtneir commUnities to implement economic development projects;

' and receiving state government support for their efforts -- can have

positive impacts on the economies of the smaller cities and rural areas

in which tﬁey»live.

v)i, ’ o ~
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* creating a climate that nurtures and supports swall, locally based .

“

18

iI. .LOCAL ECONOMIC'DEVELOPMENT”STRATEGIES AND 6RGANiZATf6NS |
This chapter discusses three sfnategics.that are‘anpfopriaté for '
locally 1n1t1ated locally based economic denclopment activitics in '
smaller cities and rural”areas. Taken together, they can be said to
feprescnt fipst steps tdward a.''new orthodoxy," an alternative approach

to traditional econonfic development that is beginning to gain'acccpiance

in scattered localities around the ‘country. This approacn involves

Uusincnses and industries which form the backbone of Lhc economy in.

most smaller cities and rural areas. Dcpcndtng on rhe nature of the

shorter track.records, less susceptible to rigid evaluatkgn; Neverthe- . A

and rural areas and prcsents examples of how each has been implemented.

— e — PR PR % [ o
specific area, its resources and problems, locally based devclopmcnt ' :

can usually be achieved thpough some combination of the three
stratcgics:~ expansion of existing industry, small business developmcnt,

and new enterprise development (1néluding development based on natural

‘,,, . .
4 . . \
. / 4

resources and new products).

The firsc‘sgratcgy, cxpansion'bf cxistjng‘industry, is prict{ced
by some of the mpst‘successful local development organizations in
smaller cities and rural arcas that have a solid industrial base to

. . ! ’ .

bufld on. The other two strategies are more innovative, and, having

N

less, they seem to be viable strategies particularly well suited to

smaller cities and rurakﬁnteas that lack strong industrial bases.

The three stratcgies are not mutually exclusive; in fact,
Lhey can be most ecffective when pursued in combination. This

chaptcr*dlscusscs the advantages of each ;trategy for smaller gities

H

/7
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itself through and is supported by a local organiza ion.«‘.; G R
‘g'& i .
The appropriate type of leadcrship und organiz%tion combines the .

best -features of the public and private sectors, ‘Twe ovgaﬂtzacibn's
: i wooh
danding job

opporcunicics. improvxng the quality of. life), and some of its resources

goalsAére"public (e.g., revitaltiing the economy, ‘ex
 are drawn frmn the public Séptor, but its structure (@aprtvace. ‘Neicher v

a s;rictly pr@yate.company nor a purely public agenéles,an appropriate -

developmeht~6fganiiépt0n. Public agencies tend to be Yoo political

' on'ché onephhnd (dectsioh{-are bpscd on short-run politiical impact), :f“i,f

[ . »

.or coo-bufenucraticA(risk-averse,.s]ow—hoving; uncreati\c) on the-other.

"Private companies are not appropriate agents because their very purpose
! B e ' ' ‘

. oo ' ' .

Nis to’maximize profits and growth potential, while most df-the ecopomic
\

deveIOpment activities that need to be initiaLcd in smaLlQr cities and

‘

rural éreas are not : highly profitable - especially at first.. The best
form, then, is a pr!vate«nonprofit g;ganization, referred tq throughout .

this study as a local development organization. A local development

1. ¢

¢ organization might be formed as a'commu%ity development corporation’
(cnc), as a loéal:developmont corporation (LDC), or as a private
nonprofit éssociation, féderation. cooperative,  or mulcipurpoée

.
corporation..
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’ N . After- a discus’siﬁOn of .t-he 'threefloc'a_l economic'.development; R
i . : . . . 4 . g

. ' ”_strategxes, then, th1s chapter ‘moves .to a more exp11c1t treatment of

A v (-2 . - B

C - S local development oréanizations. It analyzes the characterlstics of

5 s effeCCiVe~qrganizations_and disc“5$es'issues'related t°‘°rga“iZéYiOna1'
" development. . . = : : :
! - . ) . .

ot . C - ’ = . ’ i . : - Lo . -

Strategy I: Industrial Expansion o _ b

P . . : - - : Lo
' Ratxonale' o T
. ' : In smaller cities and rural areas that have a manufacturxhg base,
. B iy . X ) . N .
T opportunities often exist_for expansion of that base through assisting-“'
I3 -. T . ) . R - . ‘ - o B N i

A \ .., e ' ) + - -.(‘ .- B . -. - .. .
individual companies to expand. The companies under discussion here
¢ ) . ' . . - - ) ) . ) ) v ) - S . )
‘are distinguished from small retail, service, and light manufacturing s

firms (dPsclissed beiow under ”Small.BusinessnDevelopment”) in ;@6 major .

» . B T e

‘ ways. First, .they have greater needs for _physic:al' capital -- land, .
J;.‘ _infnastructure:(roads; water lines,'rai1'spurs3fetc.);;bui1dings, and:

equipment; . And second, they are»lxkely to: be more stable enterprxses,
3 ke ATE
- / ‘ s 3 .
with;greater-financial‘solvéncy and more‘solid management,- Yet they

‘ . . : .',‘,, ’ x X - i )
« "stillvhave“trouble financing growth.. ConseqUently, programs to assist

M
L3

expandxng 1ndustr1es have.evolved into two types. -- that which provides
\ PR .

infrastnucture contrxbutxons, and that wh1ch prov1des ftéancxng to help

companxes build plants and purchase equ1pment./ A third type of
) ) » w
assistance'—— and'an underutillzed ‘one —- 1nvolvesrthe provxsxon'of
8 . , . :

o

skxlls—tralnlng for a: company that is xncreasrng its work force.
r . . * - \ . o
' In areas that have a manufacturxng baSe and a re1at1ve1y healthy

- . ' 2 .
ot . !v » -

o ; ' economy, help1ng local 1ndu§tries expand can be quite worthwhile.: The -

v

approach buxlds on exxsting investment in the commun1ty, it is 1ow—r1sk

hy‘l!' . . y~‘- ‘~.=\\g . ' :‘l o 'f; - }

.

o e ; . | ’“‘ e o 27‘ o .\
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N




von B 21 e - , : -
since it targets existing companies of some proven permanence;~4£_can .

-

_result in the'creation of felativelyblarge numbers of’jobs; and it ‘f : ."' -
ibolscers lgcal companies :hat already have some commitment to the, o
locality.A In«addition, plant eXpansiqns can have significant mulcipliei d “ B , iw
effec;s in the local economy whhn the expanding firm has\links w1th - f‘ ‘ -;- | _
. . -

i

1“

local suppliers and igtributors which can share in its growth.

It should be no ed'that‘there is'a difference between hclping

. locally‘oased cbmpanies to expand and assisting local branch plants o .

" ;

of larger corporations with giowth plans. While the latter may ask

for local assistance,'they usually have access to corporate sources . . : .
. ‘ : o

?

of aid; smaller companies which are truly local, however, may face
serious obstacles in obtaining financing. "Other reasohs, too, argue - -

for targefing assistance to locally owned companies. Local ownpership. L

H . ¥

often means that the company has ongoing commitment to the community

~and .that it will take~community.concerns into account in making- o '
. . . . T ..'P - i ‘
. ; corporate ‘decisions.

Elements'gf-anlIndustrial ExpansionFStrategy

3 - Infrastructure Developsent: There is a role for the public sector

.

_in prov1ding 1nfrastructure for industry, particularly in smaller cities:

and rural. areas where basic facnlities like ‘water and sewer serv1ce ; -

¢ »

do'not'exist. lndqstrial park§ make particdlarly good sense in rural D

Lo ’_‘ .

areas from a land-use standpoint because they concentrate industrial - :
. 1 - N N “r 5 Y . . .‘ 1 . .
13 . [ : T v . . +
activity in a ‘small ‘area and save more land for agriculture, forestry, .

v o ¢
v L . S ' .

.or other nonindustrial uses,ﬂﬁThey also makevsense eConomically, ‘ : ; \

,espccially for smaller companies, since they allow seve;al entities

}<1 I

to share the high costs .of 1nfrastructure development.

¥ - ” . N

. . . . . ' . . »n

A
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‘ S - Ina healthy local economy, a suecessful industrial park, can’ often -

oo . . ). o

'contribute to thelpsychological climate of growth while at the same
i

time facilitating the actual expansion‘of small, locally owned
AR companies. A-park houever, cannot serVe as & panacea for an ailing

economy. Hundreds of smaller cities that constructed industr1al parks

3 in the “50s, !60s,1and '70s —_ usually with federal aid - learned that

o | . .
less n; they went look1ng for tenants, found none,'and are»today the -

. owners. of idle, but still costly, infrastructures. ]
LY

. w

Developing industrial infrastructure makes most sense when it is

part of a larger economic’ development strategy or ;hen it is designed
., to meet.the needs of locally ouned plants that have already made a‘-
c0mmitment to expand in the area. The results of one such sensiblef
approafh»may.ge’seenfin the:Mountain Lakes Industrial Park,:created
‘ _ K by the Economic Development -Corporat\‘ion'of S.has.ta~coun'ty (Cal-i:fo(rnia)
) in the early lé?Os,_which'today houses od firms employing‘approiimately
élZOO workers. From the start,nlocal_support has been crucial to the

>

. park's success. The EDC began{its development efforts with a two-and-a-

half year educational process, after which it sold $250 000 worth of g
o b .
noninterest bearing,- fifteen year notes to local businesses and banks .

to provide seed money for the park. The EDC's goal was'to provide-space‘

for expanding local businesses, and the majority of tcnants in the park

N ) _ : . . 4
'\today are locally based firms, many of which were original purchasers
- - . o , R | B ‘
of the lS-year notes.

t
v a-

, ?.' 'Part of the park's success hinges simply on the growth potential ‘ . \

[

of Redding, the host city, the park was built in the right place at

‘ _ the right, time. Other factors, however, were _equally important. The .

s
P




~a

lengthy planning and- promotional process ensured that local companies B

»
were aware of and interested in the park;: EDC thus had tenants lined

up to fill spaces in the park early on, and ‘that helped create a :‘,: '
positive c11mate.from the'beginning. Because of EDA funding\forv

infrastructure development and generous terms from the prefqous owner - -

- . . . - . . : o H o ~

" of the_parkvpropérty, space was sold at a price affordable to small
local indusrries. Tne EDC's status'as an $BA 502 Local’DeVelopment
.Corporation?enabled it to.offer’long—term financing for‘ouilding and
equipment,.and the_gDC.kept'thevsize of ‘lots in the park flexiblémso
as to'accommodate firms of diverse siaes and typesl Today; the.park's ‘ T
.'tenants employ~from sin to 250 workers; most‘employ~under 60. And whtle‘
most tenants are single- plant manufacturing establishments, the park : -
‘also houses distributors, warehousing firms, and a trucking business.
“Federal‘andvstate funding have been critical to the’development
of industrial'parks’in smaller cities_and\rural areas. Once ajspecific
park is well under uay; privaLe developers often.step in. (In Shasta
‘County, for example, the final stage of the park's derelopment was taken
over py a priVace developer who bought tne remaining land and is selling
it ?Ot tenitimes theiEDC's ori§inalﬁasking price.) .But_until'a park

becomes attractive to private developers, a major subsidy is needed.

State development authorities and the federal Economic Development

Administration haue been the major suppliers of such subsidies. With

‘the effective demise of FDA and of ‘the federally supported regional

, commissions, it will be harder to finance the development of industrial
. oe P .

' infrastructurevin all but the most foftunate areas.

f .
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In sum, industrial parks are'worth,considering as a means of _" -
helping‘loqal~indus€rf%s expand,‘especially if the parks can be

- developed in conjunction with a¢£inancial assistance program. Actual’

\ and'beneficial expansion, however, is likely to follow on"park _

. » I

construction only under certain conditions - in areas which have a )

"‘healthy industrial. base ‘with potential for growth, and in which local

firms and.banks_have expressed an interest in and commitment to the

H . - .
~ . . \

* idea of the park. , &
 Financing: Once- an expanding company has access to its basic

. ., n | .
infrastructure needs, its requirements for growth financing must be

addressed. It is well known that many busihesses ﬁave;trouble obtaining
long-term loans for land, buildings, and equipment; so it -is that

" financial ‘gap that the public sector has tried hardest to help fill

1.

“through, for example, industrial revenue bonds and the activities of

state industrial development authorities and local development .

corporations. Another public sector vehicle for responding to capital
needs of éxpanding‘businesses is the revolving loan fund, discussed
below under the "Small Business Development' heading because it is most

oiten used for aiding smaller, less capital-intensive firms.
lnddstrial revenuelbpnds (IRBs) are‘the'mostlpopular source of
long-term, reduced-interest financing. Although they are a useful
development tool, they-are”rarely acceseible”to smallltirms for two

reasons.‘ First, the cost of issuing IRBs makes them infeasible for

amounts of less than $l million. And second,‘since the bonds' market-‘

. w® .
K *

l, ability depends on thé credit—worthiness of the firm, small companies,

«'.\‘

viewed as. greater risks, are at a disadvantdge. Often they find

31 .
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. . . i I8 o " . . X ‘ ,

3 " ; ) . . Y, . I i
themselves last in line for IRB consideration, behind larger companies

»

‘whose bonds will sell more readily.
. iy .

In many states, the state industrial development authority offers

loans and. loan guarantees to expanding companies for land, buildings

, éﬁd_eéuipment. At 'one end of the range, the state authority might
v guaraniéé'only a portion of é loa? made by a private lender at market

rates. At the other.extreme ére prog;ams like rmont's direct loan
program, subsidizgd by the state;tfeésury,‘ﬁhich lends (at 4% 1;tére5t)
up. to 40% of the ﬁost of land, buildings, and equipmeﬁi for any .
ménufacturing plant locating or expanding in Vérmoht.;_qu-thirds of
the 100 recipieﬁts under that program have beepHygrmonf;based éompanies
‘expanding within thevstate;:ahd most have been small buéinessé; for

the simple .reason that most” of Vermont's businesses are small. While.
[ . ) . /

the program may be criticized as a giveawayvtd industry and a burden

.-on Vermont's taxpayers (it has. cost. the state approximately $9 million

since it was instituted in 1974), it is certainly a boon to -small firms

1
' ¢

© in times of high interest rates. 'It ehables companies to expand that
could not afford to do so if thei'had to pay the market rate for the

full amounts of their loéns,
SBAechartcréd local development corporations (also called 502
corporations) are key actors in packaging loans #nd in gaining access’
- to 5BA's long-term loans for firms interegted in industrial eipansgon.
As noged, the Shasta County EDC was successful in filling its industrial

park with local businesses partly because of its ability to paékage _

i o . . )
section 502 loans, ranging from $40,000 to: $550,000, together with $4¢

e, "

'

f 1

“million in larger EDA loans. . .“‘ -
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In Vermont, where ‘the state provides some funding for staff

salaries at”LDCs;"the LDCs haye joinediforces with ‘the state industrial )

development authority to become a major force in helping local

A W o

industries expand. Under SBA's newer. section 503 program, DCs can -

. gain access -to- low—interest, long-term financing from SBA and charge

a fee for their loan’ packaging services. This provision is intended

¢

to. providé support for LDC staff, thereby marking LDCs a 'stronger
.development force. It remains to -be seen whether fees under section

503 Will suffice to support staff positions fully; it is clear, though

.

that LDCs which have access to/other funds for staff costs (like those

in Vermont, or the Shasta County EDC) can only increase their effectnve-
ness‘by tapping into the 503 program.

Training{ ‘In Post areas, Qkills-training is an-upderutilized

component of industrialbexpansioh strategy. Where {t 'is in use, ig

n t

can focus in cither of two directions: pon the firms, or on the
. . R . ! Y . ‘.
potential workers.

/) §

The more common role for training is as a means of meeting the

work-force needs of .expanding businesses. In some cascs, the absence

of a prepared work force has caused plants to seek new locations for
: ¢
expansion, and a publicly funded training program can be the link that

enables a company to expand locally. The area eround Springfield
Vermont, for example. has long feen a center for machine tool
‘manufacturing. A few years ago,‘however, local companies began looking

at other areas as possible sites for new installations mainly because
'there were too few qualified and awailable workers left in Springfield.
N ? 1

‘Through its state-funded training program for new and expanding

.

Co
o

-

-
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‘industries, Vermont set‘up,a épecialAtrhining prbgram for the machine

~

trades in the Springffeld area. As a result, several compénies were
. o s s ‘ .

able to expand locally rather thanvhavingxtprleave the area,’ , -

iﬁ “The second role for subsidized training is in helping to ensure

Yo +

_jthat’a number of economically disadvantaged people are hired when local “ >
industries do expand. This role was central to the CETA-EDA coordi-

nation experiments in North Carolina and other states in 1978-80. At

"

- best, the experimehis had mﬁxed success because of problems resulting

from the bureaucratic structure of CETA:and'EDh_programs -- the long ’
_ ' , ’ ' .
lead times needed for project planning, the failure of one set of

program administrators to understand thé vagaries of the other set's
. 1 . ' .

!

programs, and thé‘ltke. Nevertheless, if economic déveldpment is to

1

! benefjt the people in greatest need, it makes sense to link subsidized

te

training with job opportunities in expanding industries. S N ,.

'
v

Summary
" Under thé right circumstances,.public‘Buppori for expanding
industries can be an effective épproach to local economic development. -
fhe right circumstanceé 1ncludev;ugealthf local econdmy,‘é solid bése o '
of locally owned induStries; and iocal ;upbortffof 1ﬁdustr1al develop~
ment. When these conditiéns obtain, public assistance with infra-

structure development and financing can create the critical mass that

-
:

enables local industries to expand by making such expansion affordable.

¢

The addition of a training component to provide a ready work force and

»

help ensute that economically disadvantaged people benefit from publicly
’ g =r

. supported growth can give an area the ideal, threec-element expansion

Y

A

N




'.and skills~training.
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strategy .involving infrastructure development, financial assistance,
. - N . e . '/ -

.In many Smaller'qities and rural areas, however, this appfdach}

creation of perhaps sixty to seventy percent of all new jobs to such

will not work. The industrial expansion strategy is basically ‘a’

h
oo

‘teactive'one, in which the public sector attempts-to“neet ;he~stated-

i . —_

needs of existing firms that have the capability to expand. (Of course,

as 1n Shasta County, the economic development organization can be a

- catalyst in prbmoting the potentialhfor expansion.) If!ankarea'lacks

a solid manufacturing base or has ro firms whichfbelteve in the

»

potential for their own growth,rno amount of 1nfrastfucture;'finénciaﬂ
packaging, or work-force fraining will trigger inddstriar‘expansion.
In such cases, ; different gpproach'ip‘needed ~- one fhat either bp;lds, )
on what dgeglexistiin the local @conomy, or efeatcs'entirely new
economic oppoftunities and new businesé entities. Tnose alter-

natives -~ smallvbdsiness deveippment and nententefpfise developnent -

are treated below.
; .

Strategy I1I1: Small Business Development

.Rationele

4

In recent years, the small business sector has been accorded

~greater recognition as an important contributor of'employmcnt 0pportun{<

ties. Very small businesses —- those with ten or fewer employees --

are now widely creditcd as supplying thirty to forty percent of all

@

new jobs created in the United States each year. And if we define small

businesses as those with up to 50 employees, we can attribute the

.

[ - « L oV,
" - .
A




| 29

- businesses. But small bUsinesseb:alsb have serious problems. Under-

capitalization and poor management combine towcanse_a high failure rate,

» . L . N
and .an even larger body of potentially viable business ideas never

‘materializes as going ventures because of shortcomings in financing,
planning, or management.

In most smaller citiea-and‘tufal.ateas,'smailAbnsinesses (20 or

L

fewer workers) are the mainstay of the local economy.;'These businesses

T are usuallf in the retail, service, or light manufacturing sectors,

. i )

and most are opeiated by their pioprietors. Many have low'capital

, -

investments and low rates of profit; and many of the owners have -little

v

‘business training or none at all. 1In management capability, the
businesses can range ftomAtiny "microbusinesses' with only a few
employees, in which the owner often lacks even basic skills in book-

keeping. financial planning, and marketing, to larget businesses whose

?

owner-managers .are beset 'by more complex management burdens, personnel

[

problems. tax liabilities, and the concomitant need for more sophisti-
cated planning and marketing skills. All of these small_businesses
rely heavily on cemme:cial bank financing. but for several reasons,

they have considerable difficulty in borrowing needed capitalzlehey

AN [

lack sufficient collatetal, they cannot present'a convincing business
ptospectus, and they ate_perceived in general as high-risk venturea.
An effective smali business deQelopment'strategy,'then. must
'addtess the two basic needs faced by small businesses -- the needs for
. financial help and management and technical assistance. The goals of

.

such a strategy are to help new‘businesses‘statt up and to help existing
. [ [ 1. . .

3 . ' . Lo .

" émall businesses expand into moievprofitable and viable ventures. As

i

&
1
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these goals are achieved, new jobs are created, the incomes of owners

I

and workers ;hcrease, and an entire and important component of the local

I8

)

employment equation becomes more stable.

J

" Elements of a Small Business Development Strategy

Business Counseling: ‘This is the simplest and least costly element

in a small business development strategy. Since many small business

owners are untrained in Einanciai analysis, mark%ting,kand business

plann{ng. efforts_to'éssist'them need not;alwayé be sophisti;gted'or

complex to be of real help. ‘A program staffed by a generalist who has

i
N

"access to consultants for specialized problems can be quite effective

e

in helping businesses improve their profitability, assess ‘their

potential for eipdnsion, and even obtain bank financing. Such a program

ioan also help prospective business owners evaluate their chances for

" 'success and guide them in the careful planning of their business.

, The essence of counégling programs lies in helping the business

owner to identify and solve his or her specific prbblems. The programs

often utilize tools such as the- Business Planning Guide, developed for

the Business Information Center pfogram in New England, which leads

i

the business owner through a series of questions about goals (short-term

and long—térm), the current state of business, known opportunities for
expansion, known risks, and other basic issues. Besides its inherent

utility, consideration of these issues helps business owners identify

’

_ areas in which ;hey_need to seek £urcher technical advice.

An Qiahple of a successful business counséling'éf{ori is- the one- -

year-old Business Support Center operated by the Redwood Community

(<))
-
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‘Development -Council in Eureka, California. The Center is!(staffed by
a trained accountant who has also taught hetself‘the basic skills of
.Business planning, management, marketing, and loan packagihg. She helps

- ]

" business owners assess’their strengths and probfems, provides first-Iline:
" téchnical assistance for specific business problems, and assists in
the preparation of business plans for use it loan applications. For

I

problems that go beyﬁﬁd the staff pérson's capability, the Center

utilizes consul::NE) ~- faculty from a nearby state unfvefsity, bankers,

fl

or more specialized accountants. The Center's staff person often

.

accompanies the business owner to such sessions in order to act as an

‘intermediary between the more academic or technical consultants and

' the business owner. The .Center also uses a minicoﬁﬁuter to‘help clients

with financial'planniﬁg.

| Although the Center has no in?ependent resources for fina&cial
.assistance,_iﬁ has_helped many clients obtgin;érivate financing by
improving their credibility with banks. Help in.preparing business

plans is a)key element there, as are the personal relationships the

Center's staff person has established with local bankers. A case in

: ‘ - - ' ¢
point involves the owner of a downtown drugstore who came to the Center

complaining of competition from chain storeb in a new shopping mall.
The downtown store was in a poor cash position, and the local bank had

refused to refinance the business. The Center brought in a mérketing

3

expert from a nearby college who recommended that the troubled store
- . - .

pull back from acrosp-thq;board competttidn with the chains and

b SN

spebialiée instead in pgfgonalized»pﬁarmaceuﬁicél.assistance for its

. v ) ® '
; : p

. . ¢
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v clientele. Under that pIane the bank was persuaded to extend a reworked '
I loan, and the business 1s now doiné'wert.

y Fl o

Despite the SUCCeas_of_business eounseling programs like the fore-

example, was supported hy a RSIP gqgnt of $55,000 for its first year;

"which enabled it:to m%ke,contact with-200 busineSSes-and tp work’

. ‘ i . R .
intensively with 68 of them; still, it has not been able to lock in

- funding for.the futire. The California pro}ect was modeled ow that

“of the Massachusetts EusinengInformation Center, which was.also funded

B

by C@TA for two year54'and which, when the CETA cutbacks.hit; died.
Counseling projects of this sort must havefpuhlic assistance to operate.

A system of fees could provide support for the ebunseling services.

7’

1f rates: were kept affbrdable, however, they would not cqyer the entire
‘ \ cost of the service. Conversely, if full rates were charged, .many needy

businesaes would be excluded- e o -
! . s
Still’, business counseling is the least expensive, “dhd possibly

the most cost-effective, approach to Small business development, parti-

cularly in anp area where there is a fair amount of small business

‘activity. . A business counseling program can be staffed by a single
, .
professional, who need not hold a MBA or be a fiscal wizard. (In fact,

it seems more important to hire a person who can communicate well with
‘local business ownere, take initiative, and learn on the job.) The
program can help businesses operate more successfully, guide aspiring

business owners in planning the start-up of new enterprises. and arrange

»

commercial financing for qualified ventures. though the program has

N . %

. ~ no allocable funding. of its own.-

going, continued fdnding presentsgproblems.‘ The Center in Eufeka, for’ o
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Financial Assistance: - While business Founseling programs ¢an help

cor %

‘small businesses obtain bank flnanclng, thére is often a need to go

beyond that step and- supplement'commerclally‘available assistance.

Supplemental financial asgistance for small businesses ¢can take several

'fqrms, the most- prevalent of which are direct loans, loan guarantees,

and equlty 1nvestments.

)

w

All'the forms dlscussed here are variationspof'the dlrect‘loan,

: whieh is the most eommon'type of ftnanclal assistaﬁpe offered by local
‘organlzatlons to small buslness. In the past,'money to set up revolving
1 funds for maklng dlrect loans has come from EDA, CSA, the federally,
supported regfonal development commissions, and state appropriatlons,
The revolvlng funds serve several interrelated functlons:’ they can
fmakeieapltal‘available,to buslnesses that.eould not otherulsé-get.a
loan; they tanAlnorease the amount of money a business.can borrow by

]

leveraglng bank financing; and they can lower the cost 6f capital by

)

offerlng below-marketllnterest rates. Y ‘ ' -
An esample of the‘flrst function is found 1n:the Vermont Job Start

program, wnlch maaes‘loanS»of up to $5,000 to small, owner-operated

businessesnlncluding self-employed craftspeople, loggers, and. auto

A'mechanlcs, and small retail and service shops. All recipients fmust

have annual incomes of less than $12,000 and must-have been rejected
N ¢ K » " F

by conventional credit sources. Reasons for rejection by banks '
are varfed: most applicants have been rejected as lacking

. . - ' '
‘collateral and _as being poor risks. 1In addition, many banks are

slmply,not'lnterested in'wrlting‘sugh"small loans as many Job Start

recjpients have sought; the costs of the loan would exceed the banks'
/\




‘ \pOtential‘profits.‘ F).nally, many Job Start applicants have kept such

‘

' poor financial. records that they cannot meet’ bank standards for loan

gv T ‘ bapplications. _ '._ . ‘ N L v-; : 'fp,'h'.:~ co-
~ . . . . ) . = ) .l . s e ; N .
.* By making loans to high-risk often unconventional bus1nessesfj )

N !

_Job Start’ is filling a need for financial ass1stance wh1ch had been'

Al

leftlunmetﬂby the private sector; And it is filling that?need with -
. ' N N . . . .. .'.' v - i ! .
rather remarkable success. - In its first two years of operationy the

program lent $425,000 to l78 bus1nesses, creat1ng an est1mated 98 JObS

and,sustalning ‘an addltlonal 111; The loss rate has been kept on the

[y

- .order of 5%,-partly because of the program d1rector s aggressrve

collectlon pract1ces and partly because mbnthly payments -- on loans
B .' ’ . )
',of under $5 OOQ at BL% 1nterest and with terms of up. to five years -~ _f

are quite low\ (Job Start s pre-approval scrut1ny of applicants'

.projected household incomes and their other debts ‘also serves to keep
- ; _ .

the loss’rate low.)~:‘ oy

~ . While loans under Job Start are for the most part toofsmall.toﬂ:

N leuerage additional;bank'financing, many financial-assistance projects_

}lend ‘to somewhat larger bus1nesses and use pr1vate resource leveraglng

.

of that approach is eastern Kentucky s ;Mountain’ Assoc1atlon for
%
Community Economic Development (MACED), wh1ch draws Qn a $500 00@ *

- revolv1ng loan ﬁund capitalized by EDA and has access to additlonal
. funds from the Appalachian Regional pommlssion, made’ available through

.the\state development~f1nance authority. w ' ot

I

as a means of 1ncreas1ng the impact of the1r limlted funds. An-exemplar o




o
v

'.local'banks. MACED induces banks to patticipate through ‘its own

~rates even lower than the MACED .program’ s.'

»

'_' 1 \/ '.. '

MACED packages loans for local bus1ness start-ups and expansions-

'~; the average package is. fot $lOO 000, with MACED ptov1ding 20% of the E

'total directly., Most. borrowers had pteviously been tefused loans by

* £

'financing of borroWers subord1nated debt, which reduces both thé L

amount requested from the bank and the bank's risk, and through/&ts :

h technical assistance to borrowers. MACED staff help.botrowers develop

’ strong business plans by guiding them in marketing, operations, and T

cash flow planning The average MACED-packaged loan has created 20 Jobs.

The primary benefit of MACED's loan program is that it opens up

3 - .

ptivate financial 1nstitutions to businesses that otherw1se would not

be welcome, or would ‘not be dealt w1th so liberally as would larger
businesses. There is an added benefit, as well since MACED;supplies

its -portion ofvthe loan package at an interest,level.apptoximating the

. rate of inflation, borrowers benefit from an overall interest ‘rate of

r . .
v

less than theﬂmarket rate. Other- revolv1ng loan programs br1ng 1nterest

t

One such program is the Burney—McCloud revolv1ng loan fund,

capitalized at $1 million by EDA in response to the closing of several

'major lumber.mills in those two northern California-towns. The fund- v

] . . >

: although it operates in a sparsely populated area, received a remarkable

. 1500 loan requests in its first year of. operation. That high demand

. L
is partly attributable to the fund's offering one- to seven-year loans
! ) . . . ‘ i o i . ) . \'7 .
at interest rat%s of seven to ten percent. The fund, was created after
docal leaders ‘proved that high interest rates were preventing local
p g i o .
buSinesses from secur1ng bank loans. The fund's low interest rate‘Was

.

. . . [ . . - -
: | 2 - : ‘
. e
. . . (] . - .




“instrumental in making it affdrdable”fordbusinesses Fd enband and for

new fi:ms'to,sta;tndp; financing that would have proddeed néga;ive ca%h-‘

: ? : . .
“flow for the recipient at the prime rate, for example, became feasible
when. one-third,of the loan carfied»intefest of dnly 8 or 9-percent¢

In its first year, the fund made 15 loans‘in sums ranging from
several thousand dollars (to a.norcelain finisning firm) to . several
" hundred ;housand;dollars (to a'newvcompany thac_plans to mine_crushed
lava ;oek for use inllandscapidg). “The. 15 loans'eotaiedlnca;ly
?756,000[dand éhey suceeededlin.Leveraging almos; twiCefenat‘amount

in financing from commercial lepders. .

Examination of_these’thfee and other revolving loan programs

points to several issues that must be considered in designing a direct,

loan progfam.f They'ineiude: the size of the businesses to be sefved,
and the magnitude of 1oans to be made, the interest rate to be charged

'the terms to be set; and the amount of risk to be tolerated.

L

" A program like Job Start, which: makes small loans to, very- small
- businesses, can clearly meet a need that is not being met by private
Vfinancial 1nst1tutions -- it can help a.large number of small

apparently marginal busingsSes become less marginal,and more stable.
‘Because of the nature of the businesses,\each small loan ereates at

)

most one or two jdbs. MACED's program, by contrast, lends to fewer

businesses, but each loan has a greater impact on the economy in terms

of jobs created, business expansions; and indircct multiplier effects.

One‘éf MACED's‘ventdres; for exampie, was a lumber holding yard and
< . 7 i .

»

brokering company which purchases lumber from local sawmills and sells .

" it on the national market. Indircctly, that operation will create up

i . . .
‘ . . 1
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to 48 new jobs at lZ area sawmills by supplying the mills with a

’ -.,j': reliable, year—round market for their products.
One advantage of making larger loans to larger businesses, as

H

noted, is that it'enables a program,to_leverage;bankqfinancing,7thus'

stretching its own_funds farther. ~Another factor to consider in

3 -

o

deciding the optimal sizefof'loans a fund should make'is the amount - L

of staff time required for the packaging of each loan.v Like banks -

¢ ‘ S
: ny of whxch are reluctant to write small business loans, since a small

~
an takes nearly as much time to service as a large one --— many public.
programs find it more cost— effective to make. loans in ‘the $15, 000 to

4 : g
,e..,\

$30,000 range than.ln'the $l,000 to $l5,000 range. Job Start {is an,
‘exception, it is able to write"and'service a large number'of small loans

(200 currently) because it keeps paperwork .to a minimum and provides

little technical assistance to 1ts borrowers. R

In»deciding on an appropiate interest rate, a fund must work out

a trade-6ff between making assistance affordable to small businesses

and‘generatingia sufficient rate of return to sustain itself. Programs

like Job Start or Burney-McCloud, which chhrge'less'than lO percenti o

-
0

interest in the face of double- digit inflation, will “find the ‘real value

of their funds depreciated after a few years, even if all borrowers *

4

repay in full.. That may - be acceptable in a situation like Burney- .-

McCloud, where the fund was created to give the economy a;quick jolt

» o

in response to'a particular crisis (major plant-closings). For loan

funds that want to be self-sustaining, however, a somewhat higher

ft

4

interest rate is essential. MACED, for example, lends its money at & .

rates approximating the inflation rate (still well below the prime




o ‘ lending-rate) and~finds that plenty of local businessés can afford to
'l’.) ‘ ,

borrow. Other revolving loan funds charge éven highér interest to-

- compensate for expected losses and to offset administrative overhead. "

3

& _While the shortage of long-term financing is a severe problem for

R . - [ g, e

-

small business: development, revolving loan funds generally limit them-

.
pont . \ -

selves to short-term loans. Job Start's maximum term, for'example,

s five years, and’Burney-McCloud's loans range from one'to seven years.
. If those programs allowed longer.terms, their,funds.wouldTrevolve S0
1slowly.that they.would be faced with.long periods in which,they could
carryiout.little new Aending-activity;‘) B

i _ , , .

"The question of risk'toleration is'also a difffculf,one. The .
¥ . "\ ' C '

purpose of a public loan program is to help businesses that could not
1; .

otherwise obtain private’ financing, which often means businesses viewed
. . ‘ .

. | by' bankers as high-risk borrowers., 'l‘he public. lending organ1zation

however, also wishes to avoid lending to businesses that fail, 51nce '
. *. r .

failures deplete the loan fund and leavée no benefitsefor;thejlocal
R economy. Successful loan programs “have learned\to deal wlthxthis‘

)

problem in two ways. First, like privane banks, they minimize risk

through careful assessments of the people whO‘apply for loans.. The

Burney-McCloud program, for instance, is directed Ry a local man who '

was -hired because of his“ability to,;tell the winners fr0m the losers."
“The second method for minimizing risk is for the ldan‘organization to
preempt business-failure by'providing ongoing technical assistance to
its borrowers. MACED, for:example, is beginning to monitor its
borrowers' performance with the help of a minicomputer, and to pinpoint

. * potential problems before they can threaten the success of the

enterprise.

5e
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<
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Sommary

The most effective kind of small business development program is

one like MACED's, which combines business counSellng with financing
1 " I

services. In the coming years,. howeve r,,,__,t,h,e, establishment of revolving
loan funds’wlll be a more difficult matter.for local development
organlzatldns. of the tra@ltlonal sources of finanelng for revolvlng
loanvfunds (EDA, CSA, the.reglonaI commisslons, and HUb block grants)
only'the HUD grants remaln active. Local organizations should still

l
be able to argue effectlvely for state capitalization of revolving loan

e

funds, particularly in depressed rural areas. State governments, it
. T o

is hoped, will recognize revolvlng loan funds as a good lnvestment,
slncé they allow a one-tlmeecommltmgnt-of funds to be cycleﬂ and
recycled througn the local economy for years to‘come.‘ |

Even wltn:no.allocable flnanclng,va'local organfzation cam offer
effective business counsellng. Many buslnesses that believe they need
money are actually in need of bet\Er management or markettng, and a )
counseling program can ne}p make nonflnanglal'merovements of that sort.

And if a business does need addltlonal'flnane”ng, a counsefing program

can help with its approach to the banks.

In both business counseling and financing programs, staffing is

P

of critical importance. That is not to say, however, that a highly

paid, highly sophisticated staff is necessary to adpinister the
programs, especially if more technleal backup 15 available when needed.

In the Business Support Center and the Burney-McCloud, MACED, and Job

. :
Start loan programs, the most important characteristics of staff_ were




. ‘ dedication, understanding of the local aréa, ability to learn on the

3 .

job, and readiness to seek help when necessafy.

* Pinally, if either oé these fwobtyﬁes of assistance programs is
. ot *

to be. successful, it is important that the local economic development

’

organization have a visible presence in the area, and that it build
N credibiliéy with local business owners and bankers.
The ‘success of business counselihg and revolving loan programs

indicates that, in many smaller cities and rural areas, a supportive
i

climate can draw out viable business proposals and help business ‘firms

1
)

start up or eipand.‘ In other localities, though, that resul£ may not

follpw, or the effort méy»not be adequate to melioréte a pe;vasive;

atmosphere of decline and pessimism. In those cases; 1t.makes sehsé

for local organizations to go beyond counseling, technigal aésistance,
' ' and financing and to take mc;re active réle‘s as init.iat'ors of new enter-—ll

prises.

Strategy III: New Eﬂterprise Development

kationale

The less economic activity there is in an area, the smaller the
foundation to build on through fndUStrial expansion and small business
development, but ;he greater the role for a proactivé organization
interested in initiating new enterprises. That approach is one in which
a local organizat;on reséarch;s local opporFunities for new businesses
and actively seeks people to start such businesses, or even starts the
'Qentures itself. The approach‘requtref a stronge; local organization

L] i ! . .
than does a technical assistance or loan program, but it can also have

g
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a more far-reaching impact on the local economy. At its best, this

<

strategy can lead to the creation of a network of local businesses that

build on local resources and provide ﬁﬁgjgl support.

While local development organizatibhsV%gve initiated a wide range

‘of 'hew enterprises, two séecifié types arévéﬁphasiged'here —— natural
re#ource-based enterprises, and entéibr{ses that manufacture new
products. The former is treated beéause of its patticular’releVanée

to rural areas, and the latter because it is én fnnovative and prdmising

;pp;oach which local'ﬁﬁ%giopment organizations are only beginning to

i
by
-

explore.
—In'creating new enterprises, a local developmeﬁt organization goes

through the same process that an_individual entrepreneur might follow,l
but perhaps 1# a manner that is more syétemétic and more oriented toward
b{gaéér edonomic’development goals. The prdcess begins with a research
and developmeﬁt phaée, during wﬁich the organizaéion identifies g;ods

or services that could be produced locally and assesses ;heir market

M .

potential. Inbsome cases, the organization acttally helps establish
aimarket for a product or service. The organizati&ﬁ then {nitiates

the enterprise either by selécting and helping a private entrepreneur

as operator or by starting it as a subsidthry and later spinning it

1

off as a private enterprise.

Elements of a New Enterprise Development Strategy

.

Research and Development/Venture ldentification: 1In seeking
-bpportunitieé to start local business, it makes sense to begin by

conducting an inventory of the local economy. ‘The first thing to look




+
1 ' o

for is underutilized resoﬁ;ces -~ natural ‘resources, human resources,r
or physical facilities that could provide the bases for new businesses.

Another matter for examination is that of inputs to local businesses,
‘ ]

especially manufacturers; théylmﬁyibe purchasing items manufactured
elsewhere that could as easily be produced locally. If the inventory
of the local” economy scems to disclose‘pnly minimal opportunities, then

it is éppropriaté to look into new product ideas, as discussed below.

/

Natural resourcé-based deVngpment is of particular interest
because so many rural qrdasﬂhave réﬁewablé resources that have never
T .' been tapped to their full potential. Natu;al’resourée—based.development
not only creates hew jobs by'spawning new'vencures; it also enaﬁles
peoplé who 9re‘alre§dy making a marginal livtng through farming,
fishiné, ldgging, and similar occupation; to raise thei} fncomes and
‘ ' gain a more stable li;lelihood. 6eyelopm‘ent based on natural resources
may. utilize waste products, turning them into marketable goods..'lt
K . may build on skills already present in the local population,.and it
ofteﬁ demands for itself a labor-intensive setting. Fiﬁally, the
creation of one natural resource-based business often stimulates other
businesses, thus creating linkages and 'a multiplier effect.which can
be felt throughout the local economy.

¢

Three types of natural resource-based opportunities suggest them-

sclves. The first type centers on resoufces that have simply'been
ignored because their value was not récognizedfo; be;ause no one had
worked out means of processing and marketing them. The second gype

of opportunity involves resources which aré ekgracted and shipped out 

of the area in raw form, but which could be processed locally. And

i3




‘business as unprofitable or susceptible only to small-scale development.-

43

[N

third, there are opportunitiés that utilize either waste:prbduéts or

»

I’.

compoﬁents of the resource base that have been discounted by big

An example of the .first type of opportunity is MACED's Forest -
Products DeVelobment project. MACED'readily identified eastern

Kentucky's forests as a major underutilized resource that could provide

the basis for new local businessés, and it assigned a staff person to
become an expert in wood products manufacturing and marketing. ‘That

staffer investiga!ed specific business opportunitieé; conducted s
. it .

p]

feasibility studies; scouted out local entrepreneurs; and helped them

obtain financing -- often leveraged by a ibén f rom MACED's-re96lving‘

0

fund -~ to start new business ventures. In its first year, the Forest

- .

Products’project resulted in three new ventures, which employ a total

of more ‘than 40 workers, and MACED is continuing its research to

1den;tfy further ﬁeQ opportunities for f?restrre}ated businesses.
The second type of natural resource project 1nvolvés local -

processing of natural fésour;es which Qere formerly ext;aéted and

shipped out of fhe area with littie value added. Local processing,

in effect, substitutes local jobs for jobs in some other location, and

it enables the local economy to retain a greater share of the product's

J

ultimate market value.

Much of the work of the Maine Devélopment Foundation, a statewide

. nonprofit development organization with close ties to government and

‘business, has involved seeking such opportunities, thougﬁ on a State- ,
wide, rather than purely local, level. Specifically, the Foundation

has researched the potential for developing the secondary wood and paper




‘
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products industries in Maine, which produces much raw wood and paper

but does litele in-state processing of those materials. The

e

Foundation's approach was somewhat different from that of the typical

-

basis for starting indigenous enterprises, H{ presented)its E}pdtngs‘ b
g

. -,

’ concerning the profitability of producing certain wood products.in Maine

B

(greeting cardsw‘stationery, specialized wood components,.and many

~ others) -to the large lumber’ and paper companies in the state and asked

their help in marketing'those production\opportunities to the companies

they currently sell to. Tg¢ date, the effort has resulted in one

printing company's opening a plant in Maine, and other new ventures

are being considered. '_ . %

The third type of natural resource-based opportunity often relies

A ES

partially on state or federal subsidies to reclaim resources left behind

.
&

by'iarge private businesses, such.as timb@r companies. , A notable ' .

example is the Mendocino Fisheries Improvement Program in northern

California, which clears-and reclaims streams that had .been ruined as
salmon and steelhead habitat‘by woodwastes deposited in the timber
harvesting process. After an experimentail period, the project has

demonstrated the cost-effectiﬁeness_of fts activities, which have helped
. ' . v '

3 i

to revitalize both sport and commercial fishing in the areca. As a

.
¢

result, the project has been granted continuing state, funds for further

stream clearance and for assisting timber companies with land management

. planning.’

The rescarch and development phase is also a crucial step in the

procoss of new product development. Private industry, with all its

resources, is often criticized for doing an inadequate job of rescarch

. N




and prototype development as it relates to the commercialization of

innovations. Despite that, proponents.of new product development

K . ”

believe that that concept can offer one of the best aVenues along which

 a rural area (or any depressed area) can move toward effective economic

development. In southeastern Oklahoma, ITRAD - the Industrial

Technology Research and Development Foundation -- was established to

Kd

serve. as the heart of a regional development network designed to start

P )
* new businesses based on new products and the -commercialization-of -

technology. Other elements of the network are the local vocational

.schools, a new community development corporation, an economic develop-

ment district, and two state‘universities. Together, they perform the
essential functions of venture idenoification, prototype development,
and training, and they hope to add financing to that list.

Venture identification consists of assessing the marketability

”

of new products broughL in by inventors, sifting through available data
bases éor technological innovations' that might be commercialieed, and
researching opportunities for the development and manufacture ofgnew
produdts under subcontract with large corporations.v Prototype deyeiop—
ment includes the‘redesign of inventions to improye their marketability
and the actualmmanufacturing of prototypes to fine-tune the production
process and to produce samples for test-marketing.

In order to undertake this approach, a local organization must

clearly have a strong commitment to a new product development strategy,

- since that strategy often requires more technical sophistication and

more resources than, say, most variants of the natural resource-based




. strategy. In Oklahoma, for instance, the three participating vocational

schools received a total of $670,000 in federal monies to develop °
"incubator" facilities in which they hope to manufacture prototypes

for 9\ new products each year. And ITRAD itself has an annual operating‘

budget of $450,000. (The Foundation hopes; hbwe&éi. to become seff-
supporting throygh‘royaliy fees on inventions.)

~

Marketing: For many new businesses founded on natural resources

" and new products, marketing is the logical fodlow-on to_the research

“

and development. phase. 1In the Oklahoma progrdﬁ,.for example, once

5
4

" prototypes of a new product have bcen developed, ITRAD sets out to

market the product and then helps start a business to undertake full-

"

scale production.

’

In some natural resource-based projects, the local digénization
N i

\ .

actually creates a new market or demand for the new local businesses.

\

The Mendoc1ino Fisheries Improvement Program was notably successful in

that regard. After the project demonstrated the feasibility and

K3

benefits ofwréclaiming salmon streams, the state graﬁted the project

"additional financing from its.Renewablé Resburces Iﬁvgstmeﬁf Fund.

And in FY '81, iwé bills were introduced in‘the Cdlifornia Legislature
Qh;ch, if emacfed, would set up add1t§onalfrgﬁewable resources funds
that could provide more than $3 millloa in additional funding for stream
restoréiion.

Anpthef northern éalifbrpia development organization chai has_»

succceded in creating a new market for new local businesses is the

Forest ImprOQement Center in Humboldt County. The Center researched

the feasibility of reforestation as a local private enterprise and found
: . .

¢
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a lack of capable contractors and trained workers, on the one hand,

i

and small demand for reforestation services, on the other. It then

1]

embarked on %,Lwo-prongedveffort to train the necessary workers and

. P * . - 7'.
to increase the demand for their services by educating landowners about .
governmenn incentives for reforestation.
. . )

A broader approach to. marketing is current‘y being explored by
MACED The organization is conside;ing setting up a company to market

goods made in eastern Kentucky. The company would attempt to locate
t - . ~ ’ : )
or create régional or national . markets for certain products and then
. ) . 4
»

contract with Kentucky companies -to supply those products., The apprnach
is similar to the cooperative marketing strategy long practiced by |
farmers. By enabling small local producers to pool their productq and )
thctr marketing efforts, it gives chem access to larger markets; in' .

\ @

some cases; the approach can even create Opporcunities for new prqducers

to enter the market.’ - ‘
* P
" Start-up: ‘Achf a product or service has been identified,

r

developed, -and test marketcd ‘the local develupment organization either

-

-finds an lndividual to opetate the business or founds the enterprise -

. developced. ' : S ' '_' LT

itself. - MACED and the Forest"lmprOVQment‘Canér have taken the former
v . . ’ ’ PR ° .

approach, adding business counseling services to help the prospective.
new business operators. MACED has also used its revolving loan fund

to leverage bank loans for the forest product,‘businc‘qs that it has

The ﬁendgclno Fisheries Improvement Program started in the stream
rcstonaLion business indepcndently and wili-abpnrcntly concinuc to

operate Lhé business as a source of income for its parent nonprofit
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’ e .oz'ganiza'tion; The program' has, however, developed and spun off other

a

I

small businesses.~ After the stteam clearance project had been operating

- -

for a year,‘the parent. Organization asked a logical follbw-up question.

K3

) " " How could the redwood deBris ‘it was removing from streams be turned

- into'useful items? ﬂlt then sought and received CETA Title VIiI funds

e

to’ assess the markeo for redwoodﬂproducts and to train operators of

small businesses which would salvage the redWood and‘manufacture a. =
« variety of products from it. As one result of that effort, five of
the.program's former trainees and one supervisor have formed a new for-
. . '. ’ ‘ « - e { R . :
» . profit firm specializing in redwood salvage and manufacture.

-

Ca

. S o . o
In,the Oklahoma program, an additional step in start-up is the

’

tra1n1ng of prospective production workers for the new enterprises. ~

W
v t e

The tra1ning is prov1ded through ‘the participating vocational schools

‘ : as part of the larger task of developing prototypes and perf ct1ng the
. . .production process. . . . S S
.Summary : .

In many ways, new enterpr1se development is the most ambrtious
. N /
.o strategy d1scussed in this study. It incorporates elements of the small
business development strategy, and, in fact, is moSt effectiVe when,
attempted in conjunction with a small business development program.

'The primary example of that integrated approach is MACED which has __'ﬁd-

been able to seek out new business,opportunities apd then use 1its
’ _ “technical assistance and financing mechanisms to help start new '
) Lo : K ] " . . ¢ ,

businesses to seize those opportunities. . "

X O ‘ » . - R ' c R
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Aruitoxt provided by Eic:

Local Development OrganiZations'

[
.

One thread woven throughout the preceding d1scuss1on of - strategies

Cis the ceftral role of local dev@@opment organizations. Those organiza-

-tions, as noted, can_be diverse in form.‘-From the~standpoint of4

‘structure, successful ‘local developmént Organizations range from the

van!organization such as the Northeastérn Vermont‘Development

, independent nonprof1t educatlon .and research institution that in1t1ated

" the Mendocino F1sheries Improvement Program, through rather standard

.communfty developmenthorporations with active membership bodies, to.
A . . ' . [ R :

I3 .
@

/

.Associatlon, a quasi—public body whose board is hppolnted by the

v B
selectmen of.eachltown'ln the reg1bn. Slmilarly, the organlzatlons

, , ) , .
vary greatly in s&ze of service areas_-— from the Econom1c Development

Corporation of Shasta County, which serVes»a district equivalent in.
v Q o : N Yoo

size to Rhode Island -Connecticut, Massachusetts, and’half of.Vermont

"

combined to the t1ny Hllltown €DC, whose concern -is Lhe 9, 000 people o

N

* i i

":living in n1ne small towns in western’ Massachusetts. The. scoperof -

fA v
acniv1t1es among LDOs also d1ffers cons1derably. -Some'--'the Redwoodr
’x : .

: CDC in northern California, for example —— develop d1screte projects

! “

like the Business Support Center and then spin them off as independent

- 0
S

- entities. Others, like MACED, perform a wide and co&&inuing_varfety .

F S T

- . I

. . : . .
~of functions on an in-house basis: -research and.development, business

. BN
A

assistance, financing, and. community development. ,j

»

w N

Cow

Despite their outward diversity, however, successful'local develop~ .

a :
ment organizations share certain characteristics, the most 1mportant

of which is flexibility. The organization, that is, must be'able to .
. ; L -

take risks, to learn from its. mistakes and change over time, to respond

“ . e .

‘ BN
. ¥




;o'changihg‘ptobiems and opportuniﬁiesQ' Second, and also abSolu;ély.

critical, is strong, creative leadetéhip.  The.other characteristics
- T . o '} B L S
shared by successful development—organizations -- solid state and local

'support,‘adequate funding; and competent, dedicated staff —- are'closely

interrelated:; it is impossible to hire effective staff in the absence
of funding, ahq fuﬁding, in turn, can résult.only‘ffom support

“

Eaeh_ﬁf'thcée five éttribu;es'of\a\sucéessful lécal deVelopment
6rgaﬁiza;ioﬁ is élhboraied.Seyow. .For furthsnhelaborétigp éniofganizaf
ﬁional.qharaéféristicé;!réaderS‘are feéérred to the case studies in

‘Part 1I. L S L . .

e

Flexibility

¢ . : .

\L %

Flexibility connotes théiwillingneﬁs to experimént, the capatity
. 7 L - . T . RS e o
to learn from mistakes, and the ability to respond to changing circum- ..
s o , ; ,

stances and seize new opportunities. -’ An orgaﬁization that exemblifies:

_that trait clearly is the Mendocino Fisheries Improvement Program, which "

: ot . » . » . »
~has evolved over a short carcer from a one-shot, CETA-funded forestry
.o . ) b .
-demonstration into a virtually permanent stréam‘clgarancg and wood’
C . \’ . - . . ) . : ] v Lo .
. salvage operation financed jointly by large timber companies and the

. State oﬁ‘California. The.progrém's leadership has continually

reassessed project activities' and explofedfngw {deas?iqlséek{hg the

RN , o ;

Ric™

Aruitoxt provided by Eic

. right mix of marketable activities that would provfdé’a stable base
' W - . P y : _
;of program support. After an unsuccessful venture with marketing wood- -

;‘Qaste products, the program has moved gfaduafly and serially into.

A

. efforts'ﬁyvolying stream reclamation, redwood salvage, advising timber
Ca . > ' > ! . . '

2 . . - -

. . .companies on land-use polIcy;vSAImon'popQIation’cﬁunts,‘and other

- = -

. activities. T e
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1
-

“vI: is also possible for a_devélzphgﬁﬁ organization to carry flexi-

B . ,‘, ) . . N o -‘sv' . . . . )
bility too far. Some organizations tackle a wide range of rather

disparate égEIVities‘inéludihg not just-eéonoﬁic-deveibpment, but

housing; community dgVelopment, and even social service provision for

~

~the sole.reasdh that those are the act@vities”fdr.which they can get

o N

(unding.' Since the orgdﬁizations often hdve limited staff,lsuch a range

of activities can spread the organization too thin.and steer, it away

“from.its primary focus on economic development.

\
Léadefship

It is possible to establish a local,ofgan&zation withput strong

" local leédership, buttLeadership must emerge quickly if the organization

1s_t6 become viable. Leaders of local deVeLdpment.orgénizations are
entrepreneurs -- they believe'thq; their actions can m?ke a difference,

and' they have'what‘might almost be talled a visién‘of how the local

"
,

J

" economy can be developed; In the 1n1t1ation’of~é business project or

enterprise, the indiyidualfsrdesire'fo;hpfofit plays, of course, a

‘large_role. But a different sort of motivation is needed for the

initiation of a development organization: leadership must be committed

’

to building up ihe'economy of the region, to creating jobs, and to

1mpfoving the local quality of life,ﬂ Moreover, leadership's commitment

- must be sustained over a long period of time, and it must incorporate

the realization that rewards will be slow in coming. . .

A classic example of strong leddership resulting in a strong organ-
ization can be found in the Economic'Develogment-Corporation of Shasta
Couﬁty. ‘Thaf EDC's_curreﬁt director, a forﬁcr'mayor:of Rcddiqg; joined

the“organization 15 years agd. He had from the first a clear notion =




- of how to achieve development in the localteconomya He believed that ' :

the prbeess had to start with a'peribd of 1htens1vevc0mmun1ty\edecation3

'

that new investment.codid be attracted only by a well;ﬁreparedv : . e R
eomﬁunity,>and that fostering ‘expansion of locally baséd compaﬁies;was‘ i
the bestgstrategy for the area. He also believed-it:wis;important that -

the organization cultivate a good relatiOnsh1p with bankers and business
: 4 - . . L .

(]

leaders and that it stay aloof. f rom politics. Pursuihghhis'philosophy v>f L
steadfastly and patiently over several years, he has enabled the EDC

to develop an extremely successful industrial park, becoae an aggressive
packager of SBA and EDA loans, and .act .as a respected fhter;ediary T

between, 1ndustrial and environmental interestst He' has.also ‘guided o “
the drgahxzation into new areas of endeavor, such as éelping county

governments with planning and proposal writing and ?ormulacing an

economic recover¥ strategy for towns nearly devasta&edvby industrial”
i : : ‘..,4» R 2 T

plant closings. o . 4 - . .

. N . C- : :
, State and Local Support ‘ ' _ : N
4 ) | N . ) R
.Since a local development d6rganization‘*functions,'best as catalyst

and facilitator, rather than as independent actor, it needs a broad

‘

base of local support to be successful." the organization relies

\

in part on state government for funding, it also needs the approbation

of the leaders of that government. The best way to build and sgstaiﬂ
support, of chrse, is through a solid record of accomplishment.

One of the first audiences with whom a development organization - : |
must win credibility is the local business community, and particularly ' |

the bankers and investors. If the organization is to gain suppért in

that quarter, it must.make clear that- it inteﬁds,to_helb local

e
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businesses and banks, not compete with them. It must convince the local. J .

' . B \

.ffnéncial/business establishment, for example, that the operation of a _ o

revolving loan fund will not take business away from local banks, but

3 7

will instead open up new deals for bank participation ahd develop new

+ businesses that will eventually become regular customers of the banks

, B V. . ' . B ‘ ) ‘ . .

HR and of other local enterprisgs. When the development organization has
- ~ . .

]
e . . ¢

achieved that sort of legitimacy in the eyes of the locdl businessvv' | o
community and can back'it,with a showing of‘actual accomplishment, ST
political support should follow. v ' | - -

elosély related to the issue of local sﬁpport is the question of

. ’ v N ' . o -
the amount of territory a development organization should attempt to y

" : ¥ .
i b

serve. .From the standpoint of maintaining a strong local presence and

achieving a visible impact, a smaller geographic area is better.

j " © + (MACED's assumption of that conclusion has led it to ignore --

¥
P

temporafily —‘_most of its 85-county targef areﬁ io concentrate. its

.efforts on a much smaller area near fts headquarters in Berea,

‘ Kentucky;) From the sténdpdint of funding, however, sefvfﬁg a la?ger
territory is probably moré sensible. Deyeioément organizatiohs
operating in n?nurﬁan coﬁtexts may have to target sizéble g?ographic
areas in order to impinge on pobblations large endugh.to'hélp them t

secure political aéceptance and a solid funding base.

o

Funding
Fund raising is a constant struggle for local develépment organi-
zat ions. ,Most of the.organizations have_found sﬁate and federal grants
to be essential, both for covering administrative and staff costs and
# ' . ~
’ ﬁ;r financing the projects they undercaké. Federally funded CETA and ¢

\ e : - ¥

N
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HUD programs have provided the start-up meney for many local development
_organizations and enabled them to operate their first projects”and pIanv

. Jhcceeding ones. With cutbacks in and eliminé;ion of several of the
, I3 - ’

primary federal funding sources -- EDA, CSA, CETA —- loéal development
, , © : v .
organizations will have to'turn elsewhere for support.’ .

.

Some organizations have been successful in obtaihinngunds from

' - T ) . "
foundations, cchurches, local government, and other 'local sources. Other

\

~organizations subsist partly with the aid of small annual~membership

dues and contributions £rom corporétiong. Regardless of the overall

»

' fdndihg picture, local fund raising is a good strategy, since it allows °

the organization to build its 10551‘support'while‘itjis raiSing money.

- N . \
\

The suppdttégatheriﬁg process may take a long'time, hqwever;. Thé
» Economijc Development~Corporatioﬁ of Shasta Count;, for example, spent
4thfce years educating local busipgss and commhnity leaders aboututhe
potgn;iél fdr a lpéai development corporation; at the end of that
period, it raised $250,006 from locgl bugigesspeoplé ?nd.bankers'as ki
" seed money- fortan industrial park. ) ’

‘ Sdhe orghnizations have been able to tap ﬁnique sources of fundiﬁg
at ‘the state level. _In California, ;hg Mendoci?o Fishe;ies.lmpfovement
Program convinced the ;:ate to utilize pa?g of its Renewable Resources
Iﬁvestmené Fund té su;port stream reclamétioh projccts»aftef the program
had démopstrated the feasibility and valué of reviving salmon habitat.

_ The Funé, which is. financed by taxes on oil and geothermal energy

1

‘dcveloped on state lands, now supports the ongoing work of the Fisheries

2

_Improvement Program in-a number of ecology-oriented projects.

4
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Another innovative source of funding'is utilized by the Maine
& s, _

Deveiopment Foundation, a statewide private nonprofit develophen;

4

' organizatiénwwith close ties to both state government and private
industry. The Foundation sclicits annual contributions from
corporations, towns, and other public and private entities, which on

contributing become voting members of the Foundation. Money from the -

soliciiation is Jatcbed equally by a state appropriation.

Staff
Although iocal'dé;elopment‘prganizétion§ are often formed by groups
v of people working és volunteers, the organizations negd paid staff to
sustain themselves. As diécyssed earlier in this chaptgr, many

successful development organizations believe that it is most important

¢ to hire staff who know the local area and who can communicate with local

pééple.‘ Technical skills such as business counseling or loan packaging

3

( can be learned on the job (especially 1; there are people in the area

I3
o~

" who will advise staff), while the more basic 1nterpefsénal skills

cannot. '

Summary: Roles of Local Development Organizatfons = . | -

The ideal local development organizétion serves as an initiator,
catélyst. and facilitator of development projects and as a source of
teqhnical and flnancial aés{stanée to-émall.bhsinesses. In}sé serving,
"the. organization mayitake.on a number of'gugses; bus#nesé counselor,

researcher and venture initiator, facilitator/intermediary, loan

packager/financier, and industrial developer. The particular array‘

of roles that an organization undertakes should depend on local

. ) I
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circumstances -- the services lacking in the area, the capacity of the

local economy to utilize new services, and the ébilify and resources

of the organization itself. Few organizations, of course, spfing up
full-blown, berfbrmjng the comblece afrhy_of development funotions.
Rather, they evolve over a period of years, adding some functions and

dropping others on the basis of what works most effectively.

Business Counselor
Business counseling and che provision of technical assisEgnCe are -
émong che'simplesc and least costly functions that a local development
organization can perform. The task can be done by a single staff person
drawing on consultants ;r volunteers for addiéionai support. By heiping
small bd;inesses idencffy and solve.cheir probléms; ﬁevisevrealisgic'

.

plans, and secure bank financing, these services help existing

‘businesses become more profitable and more stable, and they also contri-

" bute to business expansions and start-ups.

. Researcher/Venture Inftiator

[

The research function is particularly useful in arcas where there
fs little economic activity or where a climate of egonomic pessimism

prevails. The gynccion is, however, appropriate in other areas as chl.
A local dévelopmén; orgénizAcidn‘can be the ca;alyéc which sph?kﬁ the
creation of new enéerpriéc by identifying oppo;cuniciés éppropriacév
for the area, conducting feasibility QCUdies,vhefping individuals start
the enterprise, and, in some cases, béginning the enterﬁrise itself. 
Since the research/initiacion‘function is pacéntly?;ore complex and

ambitious than, say, the business counseling function, it makes sense

[y

¢
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for an organization to move into the research/initiation role gradually. ‘

A logi;al,sequehce is for the organization to start with a business
s assistance program, and then move into the more proactive -role of new

enterprise developer only after it»has'gained'credibili;y and experience

in the community. and déveloped strong in-house skills. AU - oo

,Fhéilifatorllntermediéfy .
A local devélopmcntAorganization can be a useful facilitator and - -
‘1ntermgdiary between Sanks'and-ﬁusidesses, or bet;éen develope:s’and
goVerhmeBt agqncic§°oy environmental, groups. fh the former case, once
/the organization gains crcdibilﬁty with»local bénkers,_it can help smgll_
/ businesses.get a hearing. 1If the organization has honey it can usé
for 1e;erage,'of.cour5e, it can be even more effecfive in that regard.v

-~ .

A local development ‘organization is in an exceilent'pOSition to -

[

aéE as.intermcdiary between dévelopcrs énd government agencies‘ot
en&ironmentai'groups because it hasisympathy with both’gadcs -~ it wan;S
Lo promote economic érowﬁh, Buc not at the expense o['ihé lécal
environment or qﬁality of life. Examples bf'this.fype of activity can .
b; féund in two California'brojects: Tg:.Mendocino Fisherigs S
Improvgment Program and the Shasta County EDC. | R
A.third‘type of facilitation worth,mentioning ié that disdhssed
in the seS;fgn on smgllibUSipess po;nseltng -~ acting ‘as an fntermediary

‘ "o (or translator, in some cases) between small business owners and

2 specihlized consultants.

Loan Packager/Financier: .

- ‘ A local dcvelopmc‘tit, organization with Hnancing'cnpabilitics_ can T .

spark business/develppmontjby lévoraging bank loans, reducing interest




58

’ -

rates, providing long-term financing, and proViding opportunities for

A

businesses that are perceived as high-risk ventures. While federal

money for revolving loan funds has become scarce, states may be willing

to establish fevolving funds and appoint local develqpment[organizatioﬂs
to act as administrators.-

A continuing-reéoufcelis SBA's new section 503 Certified

Development Cprboration proéram which gives‘!ocal ofgdnizétionq access’
to long-term capital for up to 40% of the cost of land, buildings, and

equipment. A local developmenp‘organizaiibn that is engaged in eother

'

activities which support its staff is particularly well suited to become

A

a Certified Development Corporation, since the SBA requires those

corporations to employ at least one full-time staff persori.

.
-

Industrial Developer
€ '} )
With the demise of EDA assistance and reductions in FmHA's business

~and industfy program, fewer organizations in smaller cities and rurél
areas will be able to ‘act as industrial developers. ‘Industrial develop-

ment is é&pehsive, and without access to public money, the best a local
. ] B . e

organization can do is to act as an 1hterﬁediqry between expanding
industrics and propertyapwners or local government. Even {f money were:
available, the role of industrial. developer would be recommended enly

in selected circumstances: tnfareas with a solid manufacturing base

~

where there are locally owned industries that could expand_if assistance

" were made available. ,

—
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IIIQ'ﬁSTATE SUPPORT - FOR LOCAL ECONOMIC DEVELOPMENT

While the’federal'éovernmeht.héﬁ been the principal source of
support for most iocal development organizaklbzs,'some states have
; pléyed a major role in assisting rural economic development. in the
§om1ng years,. with declining federal assistance andLmore State‘éonfrol
ove; resources, states will have ‘the opportunity to play.an even greater
role in supporting local economic developmcnt.n Some states may cLoose
to follow their established patterns, emphasizing 1nd$§:ri;l‘recéujtmen;
and infrastructure gevelopment,'but others will seek new methods of
supporting econom{g.developme;t,vparticularly in smaller citlcs and
rural areas where the traditional.apprOAChcs have not been effecfive.

. 'States that wish to further the locélly ba;ad economic* development -~
strategies discussed in Chapter 11 can do sdvthrougL f9ur se;s'of
actions: development of supportive sta;e poliqy,;proviéion‘ﬁf capacity-
building and technical assistance for local’developmcnt Orgénizat§ons,
provision of financing fqr‘iocal development 6rojects, a;d promotioﬁ

of coordination (between state agencies, between state and local

governments, and between thé public and private sectors).

State'ﬂp]icy and Rural Development Stratepies

States face an inherent difficulty in developing broad, formal

economic development policies; for while decision-makers must set goals
based on short—term political considerations, economic development is

by naturc a long-term process that impinges on a wide range of political

“

interests. Moreover, states that have tried to develop such policies

\

have often been unsuccessful in linking their policy to an imblemcntacion

strategy.
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One example of what can occur when a ‘state government tries to

>

develop a broad development policy may be seen in the career of the

North Carolina Balanced Growth Policy, with itévaccompanying SCRADS

1

(Small Communities and-Rufql Areas Development Sttatégy) report. The
.aim of thé yblicy was a valid one: gfd foster ,a more even and orderly’
pat;érn‘;f‘eco?omic growfh across North Carolina:by targeting.stafe
(and, {t Qag hoped, fede;ai) as;istaqpe to "growth centers." .These. i
centers weré fo be communitie§ ;cattgred throughout the nonmetropolitan

areas of the state that had the desire and the capability (i.e};':he

basi¢c indpstrial infrastructure) for economic growth.

-~

L - v

The validity of the Policy was. severely compromised, however, wheh
its framers designated more than one hundréd areas as growth centers
in the attempt to satisfy constituencies all over the state. A policy |

«

designed to guide the allocation of state and federal aséistaﬁée simply

loses much of its meaning when so many targets are involved.

While the Balanced Growth Policy ftself was intended to help the
state make decisions about allocation of resources, the accompanying
SCRADS report was develéped to set out speciflc strategies for the state
in guiding the develdpmcnt.of agriculture, hausing, business and
1ndustry; and community facillties. The réport included some excellent
and innovative approaches to economié development,‘but it suffered from’
a fiaw which often impedes the 1ﬁplementatton of deyelopment policies:

It presented an enormous list of possible activities, but it failed -

~ to establish priorities among those actfﬁ%ties. Additionally, the

SCRADS report remained largely a staff undertnkfng; {t was never

. effectively endorsed by high-level state officfals, whese interest in

LY
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‘it waned as the overall Balan@ed'crowth Policy lost its political

+ «,

~

. “ The State -of Vermont had similar probleﬁs in developing a compre—

-

hensive economic developmené policy. The Vérmont.poliéy, like the
L i . . N :

SCRADS report, included a lengthy list of recommended state activities,

i )

. -

but with no-explicit arréngemeﬁt of priorities. And like North'

Carolina’s\Baianced Growth Policy, the Vermont effort tried to please

' v

" all political forces.” It included goals and acrivities that co_nfliccq

. \ . .
potentially in terms of their approach to economic development (e.g.,

) '
¢ ’

preserving agriculﬁurql land vs. promocihg industrial dcvelopment) or
in:terms of competing for limited state resourccsi

The expcr{cnccs of both states flluscrate the difficulny of
A

developing a meaningful] state development policy {n the face of 3
. ‘.v .

political pressurhs. olicy is valuable only if it can be used to guide

S / .
action, and, in most cases, state economic development policies have

not been linked,to clear, manageable strategies. 1In Vermont (and to

~some extent in North Carolina), the policy development brpccsé frself

was valuable, since it forced state agencies to think about what they
. k N . . 1 '
n , B .
were doing in’support of economic development. But the end product —-

the policy ftself —- has thus far been less uscful.

Despite the ineffectiveness of thogg.explictf poficics in directing

:North Carolina's an& Vermont's economic development activities, both

states have an dmplicit, well-established approach to economic develop-
Az , .

ment that has dominated their actions since long before the explicit

policies were developed. 1n both states, that approach centers on -

industrial development. North Carolina's industrial development cfforts

’

b5
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Vo concentrate on recruitment of branch plants (and recently on recruitment
- u‘ N . . . “ . - N . i ) '. \ . . N . . . . . N

ofventifé&industrial sectors, such és microelectronics), while Vermont's

.approach émbhasizgs state financing for expansion of local manufacturing-

companieg. . S o ‘ ' . = RS

ES

T Although the states in this study do ‘not present convincing
) : .- - e . : o

~

"evidence of the effectiveness of broad,state economic development L
policy, their experiences ‘do illustrate the value of a state's having
‘a’ conscious, focused approach to economic ‘development for smaller cities

» .and rural areas. -Since economic development is a long-term process, .

often requiring years of effort before it shows success, and since

smaller cities and rural areas rely heavily on state assistance, it - e
. is beneficial, for /those areas to know that the state has a commitment
‘to supporting certain types of economic development activities over

T
’ £

- :' a periog:%gjy;érs. .That knowledge enables localiiies to plan long-term

economic development strategies with fair assurance that they can count '1_ S

« .

on"state support.

B In settling on its basic approach to lbcal'economicfdevelbpme?t,
the state (or key state agencies) must consider three issues: the typeS'

- . b

of economic development activities it will sdpport,vthe types, of

At

entities that can best carry out those activities, and the ‘basis for
I . s . ' 3

~allocating assistance for those activities throughout the stéfe, The

dominant approach in most states -- industrial development —- can be
o o . g ko / : ’ .

characterized as follows: The primary economic deVelopmént activities
# ’ . " ) . : ‘ . ‘ . . :
supported by the state are plant expansion and plant recruitment; the B

ma jor actors are private corporations, assisted by local and ‘state

3 . .
Lo

industrial development agencies; and the distribution of state

-assistance reflects corporate decisions on plght siting,-

.

£t

Aruitoxt provided by Eic:
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California}‘houever; offers'a different’model}‘and gﬁéfmdfé.lnhpllgilt_” "
line wi;h the perspective of this study.,_v' o ;i- . .‘dbj » S " ;. f".: e
There, two state agencies (the Economic Development Departmentil L B L

E andAfhe Office offLocal Economic DeVelopment)_have_in recent'years

'pursued an approach to economic development'that is based on huilding‘ o ‘ B

up the capability of local development organizations and nurturing small v o
o S~
business, The Economic Development Department (EDD), in'particular,. e

Al

. - A ’ » » LR ) . ‘l,,l,:» Lo
’;hasAa_well—thought—out rural economic development strategy,basedvon_ BRGE
‘the-recognition that economic development is a protracted process
. g . . ] ) R . . - - 0»
requiring local commitment and support.“‘Over the years, EDD has A “~: e

Supported fledgling organizations and tolerated the short—term-mistakes EEPA
of those organizations as part of the learning process, ‘many of the

economic development projects discuSSed in the Californ1a case study

owe their existence to star&—up funding from EDD. Simllarly,-the Office

of Local Development has helped build up local development organizations

“by contracting with some of those groups for the provislon of technical

as51stance to other gl‘OUpS.

Both California agencies have been fortunate in having access to

[} A Vo . . -

discretlonary funds- (primarily from CETA EDA, and other federal p' e

sources), in attracting and retaining creative staffs. and in worklng o :
:under an ihnovative state administration. Although their effectxveness o é@p

_ may diminish w1th the lesséning availablllty of federal funds, they |

offer other statés a model for an alternative approach to economic . ’ L
deve)hpment.; lhe activities the California agencies have‘chosen to‘ |

support are‘locally based development,;small business_development,.and’ s )

natural resource-based development; the entities they support to carry |
® o o ‘ ’ o : r-,‘ ' B \ .
L4 _ . . . ¢ «

. I . . . o
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. out these acpf&ibies are ‘loc&l community-based organizations.” And

.

“'becausé the state agencdes have-adopted a lonpg-term perspective;, they - , -,
. '* have beén able to target their assistance to some of the mést economi-
. oeen ,ocareen HheRE . ome ot the economi=
[ ) - e A o . . ‘
,cally diStresseg areas of _the state, -where they know success“will come

. -

slowly. L. P o o f,'. . o
s D -

v . . S ’ . J Yo

"y ; . Yet another approach.to economic development is,that taken by the
Ma1ne,D::elop;eﬁ; Foundatlbﬁ (MDF), 2 private nonprofit o.gan1zatlon
v‘with close ties to Mainefs;state'government. MDF}takes a cehtraliaed
'andldlreCL approach to econom{c development,‘tatget:;g>1ndustr1e; -and

1

‘

S ;’worklng to buabd them up in the state. thle that approach may appear B,

to be s1mply a var1atlon on the Lndustr1a1 recru1Lment Lheme, it also

v . -
- . ~ . N . »

- seéks to build»on-existing natural resources and“established industrial

sectors in the state. The approach involves a sounder strategy than ,

7 . ’ “ E S -

do many state economic deVelopment efforts in that it attempts to
- ; examine ;&stematica}ly strengths qu‘opportuhities'already_aJailable ”
io thehscate; It {5 similarlto the typicai_state approach; however, o v
in that the key actors are"private ihYestors, ﬁhose decisions.oetermine
v.the-geographic’disp§rsron ofleconoﬁic activityf . ' o u" . .
_' | In sum, theﬁ;.each state has a oominant approach to economic -
3 : o o, . :

. | ‘oeJelopmeht, ekplfcit Qr'implicit, which in ‘practice tends to be more

- :i influential than comprehensivey formal economic development policies.

| Qhat is needed to support the kinds of local economic developheht
activities discussed-in.this report is state commitment to a particular'
approach. In'that approach, the key activtties are industrial SR
expansion, small business derelopment, and new enterprise'derelophent;

it Vo )

the key actors ard local development organiéations; and the state's
)
o o S Co . B \ V3

Aruitoxt provided by Eic:
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'. . aSsistance is 'targeted‘ to economically' distressed areas and to areas

'ready and w111ing to take local initiative. . That approach willvnOrmaliy

“ lead the state to involve itself in the act1v1ties diScussed below -

capacity-bullding and techn1cal assistance, f1nanc1ng for local economic

development, and coordination. - ' A . -

\ .
! e S p !

n

. Capac1ty Bu1ld1ng and Technigal Assistancc o . . » - _?

In FY 181, the State . of Kentucky was given considerable autonomy

in adminisrering HUD's small cities grant program as ‘a test of the state

‘ ¢
: bldck grant concept, Kentucky was 1nterestod in using the: HUD funds

-

: . S , . | .
housing and community development'activities. Not a single.economic
» Y . Y

development proJect was funded, however, because no town submitted an

l “

applicationrstrong enough to mcrit such’ a grant. Kenrucky hopes to -
stimulatermore and better economic'deveiopment proposals next‘year by:

having experts review economic development proposals and recommend ways

e

V of making the proposed projects strongcr.'”

{ .

ln 1977, the State of Massachusctts created the Community

'Development'Finance»Corporation'(CDFC),’a new institution to help
finance. commuhity—basod economic developmentib CDFC was capitaiized.f‘

at $10 million to provide equxty financ1ng for business dpals in1tiated
by or linked to CDCs in economically dopresscd areas. During thc first
ihree years, only a few éDQs submitted busincss proposals, and only h

one of those was a ru}aIFCDC. Thén, the statéis Community Economic

‘

helping local organizations'with business development activities.

' 4
~

T2

4
’

a0

_ for Mocal economic development proJects as well as for-more traditional :

Development Assistance Corporation (CEDAC) became operational and began




) . . . . . e,
~ ) . . - ) R

Gtadually, CDCs in Massachusetts are increasing their ability to

.

identify business opportunities and utilize CDFC resources.~ f‘f f; ¢ L g

A similar tale.was.told in.NOrth Carolina when that‘state’sf

§

_ .. government sought local economic development projects for inclusion
- a
. . o
\ in its application for a discretionary HUD small cities grant in 1981
. - N ’ . -
Few proposals were submitted, and the state had to take an active role '

v R

CLae

PR}

in helpfng local organizations develop ideas and refine project plans.ikg
These examples point to’ the need for capacity building and ,

- technical assistance for ecbnomic development organizations'invSmaller if7~,;.'

A Los

’cities'and'rural areas. Capacity-building includes actiVities that g

.1

- help enhance the skills and broaden the knowledge base of a local

organization: development, of leadership, help_in planning strategies,

dissémination of project ideas puapued by other organizations, teaching R
A & R N
[r

|
|
general skills to the organization s board and staff members. vTechn{cal . o -

assistance, as the term is used hbfe, is more project specifie and more,f;,»

] -

,_technically detailed. It involves professi”' l assistance brOUght in :ﬁj’ﬂfﬂh@frﬂ**‘*

" L .

'to help an organization with a specific problem -- for example, the

e
Y‘ ¥

' performance'of a feasibility study for’a proposed business venturc,'
or the determination-of the legal and tax~implicationsﬂof'the creation
of ° ‘a for‘profit subsidiary By a nonprofit organization.

There are four basic elements in a complete capacity-building and
technical assistance préiram: information dissemination, leadership
end organizational development, technical assistance, and funding.for

I

local organizations. ~Massachusetts offers a complete package of state

* ! ) i ¥
ke - . e

assistance for community-based development organizations, encompassing.

all four.elements; The key agencies are the.Community Economic
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Development Assistance Corporation (CEDAC), which is funded from CETA,
VEDA,'state appropriations, andzother sources; and the Community

Enterprise EconomicbDevelopment program (CEED), which is funded.by EhA ‘
and'state appropriations. The two agencies work‘closely'together, with

CEDAC providing capacity-building and technical assisrance'services

and CEED funding staff gositions in local devclopment organizations.

“CEDAC is only a few years old but it has already developcd a range

of services to meet the varied,needs of local developmcnt'organizations.

“

First, it offe:s'workshops to disseminate information on specific topics

.of interest to local development organizations (revolving loan funds,
. 1"
housing development, financial analysis. and others). lnformatioﬁ

dissemination is- the simplest capacity ~building function that a state’

can perform, yet it is extremely useful in helping organizations

X . ¥ :

generdte and assess ideas for-economic development projects and share
[,:4

\i_experienceq with, similar organizarions. . .

T

Second ChDAC staff work intensively with a few newer organizaLions

- 4 3

;to help them plan and implement economici devélopment strategies

»

approprinte to their areas. CEDAC staff help develop leadership, they

assist the organizations in setting priorities and selccting feasiblc

e

strateglies, and, in generalﬂ they speed up an organizational development
process that might otherwise take years.

'CEDAC's third function is to provide‘tcchnical agsistance by

contracting with consultants to perform specific technical tasks, such
. N ; *

‘

as venture feasibility studies, for local organizagions. That‘sOrt

of assistance is especially valuable to organizations in smaller cities

~

and rural areas, since they tend to be more isolated (rom informaLion
N ) ) .

-
(

4

-
|
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P sources andvrarely have access to volunteers with, technical knowledge *

LY

in business, law, accounting, and other fields.

\ 4 ,

The final element of the total capacity- building and technical

~

- , ~ assistance package is local staffing. 1In Massachusetts, that elemeptf

. is provided by thefCEED program, which makes grants to fledgling CDCs

. : 'to hire one staff person.apiece. In many cases, the CEED—assisted" N ‘ ‘
;l | staffer s the CDC's gnlz staff peﬂson. CEED funding forfstaff
4 : positions has been‘critical in enabling young, developing organizations
to take advahtage'of ChDAC's broader'range?of'assistance. B ’ o N
: . _ :

‘California is a second state that has provided extensive'support

Lo ) v . : {
for local economic development in its smaller cities and rural areas..

¥

| L C o
Both the CETA-funded. Economic DevelopmentJDepaTtment and the Office

) . o ) X W ’ ’
_of Local -Economic Development (with access to EDA, HUD, and other i

monies) have provided funding for staff-support-in local organizations
- . S

as well as funding for projects (revolving funds, business assistance

s . . , .

_programs, and others) - As noted earlier, many of the local development

- organizations described in. the Qalifornia case study’owe their existence

2 . ’
&

to EDD funding and support._'EDD has also sponsored research on local
“economic development to help guide local organizations' activities.
" In designing a capacity-building and technical assistance program,

a state must consider four key questions° To what extent should it .

emphasize capacity- building, and to what extent technical assistance?

How should assistance be provided -~ by the state agency itself,
through intermediaries? How should limited resources be distribited

[y

- . L. across the state? And finally, what should the state do when there
B B . ! ; f ‘

- i . are but few local ‘development organizations ready to make use of its

" assistance? “

[ B
)
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‘ , . The distinction made here betwe:en capacity-building and. technical
. & ’ K

- ”

organization, while the latter involves bringing'in an outsidefexport

‘to perform a spec1fic task for the organization." Some tasks (e.g.,

setting priorities, building local support) must obviously be done by
vthe organlcatlon itself, with advice from ouLside if necessary; but

other tasks can be performed either by the organization (pérhaps-with

+

" considerable help) or by outside experts. While some fields may be

simply roo technical for'an organization's limited staff to master,
. e o ; - o :

ft is advisable for- the orgapization to build its capacity. to handle

as many problems as possible; This is especially~truc in times of

Vscarce and. unpredicrap\fhfesources, when local organizacxons cannot
rely on the availabxlity of outside help, If,'for example, staff or
‘ board memborsf of a local orgamﬁation'learn how tl‘o evaluate a plan for
a proposed new business; they wjll be botCer of f next time they are ™
'oresohted with a bosinessip;ooos;l;‘théy will also be.in a better

position to develop aJBUSinéss plan themselves.

"In deciding between helping to build the capacity of a local

a rqok. the state agehoy should bear in mind that while cnoobity—
building is more effective in rho iong run, fit doos take time.  The
best mix scems to be for the state agency to offer ongoing capacity~
building assistance, while at {he same time offering one-shot technical

assistance on the most complex and technical topics and on problems

that the organization will confront only rarely. : .

'

assistance is that the former involves crahsfe?ring skillslgg the local”

development ofganizatioﬂ and simply:sending in a conshltanc_to perform

s
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A secondbquestion facing the states goes to whether the state will : .

P2 -

' " aprovidé assistance through its own agencies or through 1ntérme§1ardes;
o such as private consulfants,‘universitiéé;‘or other local devélopmenf
’;rganizétions, California's 6ff1ce 6f Lo;al’ﬁcon;mic Development
orlginally prdviaed gapacftyfbﬁildiﬁg and technical assistance thfough -M
‘ S ' . ‘ )

fts own staff. When that staff was severely reduced because of budpet

»

cuts, howevet,Lihe,Offidé turned to a few well-established local: .
: . - .

development-ofganizations as assistance providers:! It has found the

7

use of intermediaries to be a less cosély means of providing training

and technical assistance to developing organizations.

In Massachusetts, CEDAC has utilized its small staff to organize

workshops, conduct Eraining sessions for CDC boards, and work inten-

'+ gively with a few local development organizations to help them set

priorities énd assess economic development opportunities in their .
'cqmmunities. CEDAC hires consultants to perform quick, technical, one-

. o . : . o -

ghot tasks for local orgénlzations,”su;h as conducting a feasibility
scud& of‘the purch&se of a garment ﬁénufaéturing p1qnt that w;s cio;iﬁg; - B

'voé;déveloping a marketiég plan for expahdtng circulation of é bilinguél
‘community newspaper. o }

A third dueétion) qufte important in times of'dwinglbng puslic
resources, addresses the digtribu;ion of capacity-building and technical
assistancc effogts within a state. ,Vermont;‘in its pfogrém of
supporting staff gositiohé in teéional development carpotations, has ;
cﬁosen’tonfund one organization in each region of the state, and to
fund all such organizations equally és long as‘they éan generate local \

s

matching funds. This system has the political advantage of spreading - .

-

s ~
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Aruitoxt provided by Eic:

dssistance -across the state; it is also advantageous to the-state's -

4
“

more rural regions, which, in it§ absence, might not be'hple'to compete

with the more developed areas for fundlngl It'may not, however, be

the nost cost-effectxve approach from the $tate s standpoint. A state,

for example, might deem 1t more’ sensible to target its neediest areas;
4

or it might decide-to single out the “local organgzations that can make

’
.

the best use of the assistance. ' Co oo

-
“

Califorh}a's‘EDD has followed the former approach; it targeted

. .

assistance\to the most depressed areas first, since its goal was to

relieve unemployanﬁ~and underemployment and it wés willtng.tovtakc

several years to attain that poal. Massachusetts, cdnversely, has

directed its assistance more toward organizations that show potential

in-economically depressed arcas of the staté, but not necessarily the

'

most depressed areas. In sélecting specific orpanizations to assist,

~
w

: ; 3
Massachusetts .looks for evidence-of commupity support and for organiza-

tional commitment to and undcrstanding of community economic

‘development. "Given limited resources, the Massachusctts approach’scems

s

QoUnd: 'targcting'aid gencerally to economically distressed afeas, and
;hen secking orgéniiutions within those areas that have .solid leader-
ship, Iocﬁl support, and a commitment to local cconomic depelopment.
A troublesomp situation occurs Qhen there are few viable lopal,
organizations capdble-of undcrtaking iocpl economic developmeht
projects. ~ In that case, the state, committed to developing a base of

effective local organizations, can be the catalyst that steps up the .
3. '

‘

evolution of such organ(zntions. In Massnchnsocts; the availhbility
of capxclLy huxlding nsqiqrancv comblnbd with~thr state's innovative

financing institution, CDFC (diﬁCUQSDd bvlow), has sparked the creation

' -

: | 78 '
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A S’ .
of several local development organizations.  In addition, those state

resources have enabled organizations that wgre previously involved qnly.
in housing or other traditional community development activities to
move into the economic developinent'arenar .

. 4

Financing 7'~-‘ ‘ - ) ' N i R .
’ e Most states are involved in financing business dévelopm%ht to some

extent through tax incehtives, loans and loan guarantees, and other
explicit or implicit subsidies. Such subsidies can be expensive and

of limited value to smaller cities and rural areas. ‘They tend. to be
' R , . r
~oriented to the needs of large} bysinesses, rather than the small enter-

prises that are more common in smallér cities and rural .areas. The

‘o . ‘subsidies offer little help to areas where .the primary need is not for

incentives, but for more intense assistance for or diyect institution

‘ of /business Qentures; d; to those localities that lack intermediary
- ] R ; . A o B K . ot N
organizations of’adeqqate financial {nstitutions to help businesses .
take advantage of state assistance. v w

LY

. . R
Some states have established innovative financing institutions

designed expressly to help smaller busiresses or businesses in economi-

cally deprésscd areas.- ?hoSe institutions emphasize helping local
o 1 = .
businesses and funding community-based projects, rather than subsidizing

the .activities of large corporations. Innovative financiﬁg agencies
included in this study are the Massachusetts Community Development

Finance Corporation (CbFCi, Vermont's Job Start, the Maine Capital

quporntion, and California's Renewable Resources Investment Fund.
e - WY N - . ! .
< CDFC: "Massachusetts' CDFC {s an unusual state i{nstitution in its
h provision of equity financing and in its limitation of assistance to
. N I'
Q . oy

ERIC . o ‘9 | ‘
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. ' businesses that are linked to CDCs in economically depressed areas.

It was capitalized with $lO million in state bonds. Sincerthat entire

sum was given to CDFC at the start, the agency has had a 'secure source

14 ’
of operating funds in the form of interest earned on the uncommitted

- balance. CDFC's goals are more complex than those of many state
finance programs. It is charged not only with helping businesses start
vup and expand in depressed areas, but also with creating "good" jobs

(paying at least 150 percent of the minimum wage), and with fostering

- true community economic development - that is, helping grass roots,‘

a

community—hesed organizations co obtain ownership or”control of local

business ventures. T ; N

CDFC can approach that latter goal by several paths. At one
. ’ : extreme, CDFC might. enable the CDC to begin or purchase a business and .

serve as 1its sole owner. More commonly, CDFC will buy an equity
‘ (o
position “for a CDC in a privately owned company, thus giving the cDC

a voice in company decisions and a financial holding which can generate

money for reinvestment in the community And at the other extreme,

the CDQ, without taking an oWnership position in a company, receives

" in return for assistance a commitment from ‘that company. to serve certain
community interestsd-- for example, to.train‘and hire an agreedigpon
numher“of low-income community residents. .

In- its firse three years of operation, CDFC has found that even
in Massachusetts, a state with a wealth of CDCs, few of them ‘are ready
to take on the responsibility of owning’ businesses. CDFC's Efrst Eour

~~deals -- all of which involved a high degree of CDC ownership -- failed.

._ (\"Today, CDFC seems to be looking for ventures with a stronger private.

o .
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management component and a somewhat moderated CDC involvement; it is
, : 4 . :
also planning to monitor participating businesses more closely to try

A
i - -

to ward off-failures. - o - :
CDFC clearlyldoesenot provide a model that can be transferred
easily to other states. Ever in stateg- like Massachusetts that have

a strong network of CDCs, an active capacity-building and technical
S, S . ! o a ' !
‘asSistance_program'must precede the flhanéingbfunct;on. In ’

Massachusetts, as noted, CEDAC'now'provides that program, and observers
" believe. it will improkg CDFC's effectiveness in a few more years. , That
i{s still ‘a long-term p;ogosﬁtion,“howevér, which callds for much paﬁiénce ”

3

on the part of thelgrgte;

»

CDFC's experience to date has §hd}n that state provision of equity

‘and near-equity. finahcing can be an effective business development

mechanism for economically depressed arcas’—- inner-cities, declining - ¢

-

~

and rural areas. CDFC staff believe that none of the

/ . ‘ . . )

smaller cigies,

businesses- financed to date would have started up or expanded in their

-
& s

present locétions without CDFC assistance.
‘ One element of the CDFC model that has relevance to the more

traditional financing programs of other states is its utilization of o 2
o - K 0 . )
local development organizations as intermedfaries. The involvement .

of such organizations has two advantages. First, local deﬁelopment

organizations, such as CDCs, are in a good position Loignsure that

-
L}

benefits agEually accrue to the 16¢a1 community. CDFC, for exnmplg;

: . ; | .
has been able to give local organizations the leverage to negotiate

 with companies recefving its assistance and to monitor the‘impl;mcn-

* "

tation of agreements stemming from such negotfa(dons. One result has

L
y X

beeh“méfe'jdbS‘foF low-1income reéidcntségs‘affecicd communities.

-
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Second, the'involvement of local development organizations can

, ‘ ST 5 ‘ '
make a state's financing programs more accessible to rural areas. State

:

business fknancing efforts (CDFC included) must often limit their
"assistance to telatively large investments for the sake of cost-

effectivencss. "CDFC's typical investment, for instance, is in the

$100,000 to $300,000 range; smaller deals would require nearly as. much
2 :

staff time.as large oneg, and, consequently, they ate not considered

worth pursuing. Some ryral advocqtcs criticize this pqsturc, saying

ft limitg CDFC's activity *in rural areas, where most business opportuni-
ties are modest in scale. They point out that {f the state designated

certain local development organizations as\intermediaries to operate
-y N o
localized investment funds, it could increase the amount of agsistance

going to smaller cities and rural areas.

e

- One seate, in fabt; has taken jusc that approach and has been
pleased wlth the results.‘ The Kencucky Development Finance Authorlty
(KDFA) authorlzed MACED (a local organlzation discussed in Chapter II)'
to adMinlster a business loan fund capttalized tn eastern Kcntucky by

Lhe'ﬂppalachiaq Regional Commission. MACED's role is to package loann

.

and’fecommend projects for funding. Rather than looking for large
business ventures (rare in rural‘Kentucky) or simply notifylng local

banks of the availability of funds, as KDFA might have done had it been
oneratlng the program from Frankfort, MACED has integrated the fund

. : R
. into {ts overall small business development cffort. The organization

-

thus uses the. KDFA fund as ®ne more Qesourcqpin fts attempt to plan

and inftiate new businesses and local business expansions.

L3

0.

L

N
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Job Staft: Vefmont.Job Staft,"described.in”Chapter-Il, fs a

revolving loan fund capitalized by the’ state which makes small loans‘-
~>' .

'\to very small owner—operated businesses throughout.Vermont. It

1llustrates'anothc§}set of-steps that a_staLe_can,take in financiﬁg,

onslness development ;r_l.e{,fiheistate canjchoose.a target~gcoop-that
is- simple fo_serveﬁand’has access'to no'othec‘flnancing;ksetbteallstic
goals_(e;gt, creating“or susta nlng onehor'two jobs‘per~bnsfness),‘and'
design‘a simole program withvaiﬁinlmgmkof oaoerwork to serve thatitatget -
gr_'oup{' With a smaller staff than c'oF"c;,f Jol)-j.'Start)'ha'-S épéroxi,mat'élyv |

200 loans outstanding; CDFC has fewer than 10 cutrent”investments."

- . L, N . :‘ . . .
- Job Start can service so many loans for .two reasons. First, since the

businesses assisted are'quite,small, each deal is: simple compared to

~ CRFC's ventures, which must be thoroughly teylewed_and monitored for

management, marketing plans, and financial accountability. . And second,

Job Start's loan review process is decentfalized,'relying on'five:local

(voldnteer)iboards'appolntediby local community-action agencies. That '

scheme eliminates much of the need'for}extensive staff review,

Malne'Caﬁital Cotpofation: kAnother”innoQatiVe'model for-state
f1nanc1ng of bus1ness development is offered by the Ma1ne Cap1tal

Corporation, a for-proflt body establ1shed by the state leglslature

‘as: the sister organ1zatibn to the prhvate nonprof1t Maine Development

8

'Fpundat1on. The state author1zed MCC to issue $l million in stock

for;pﬁtchase of‘which'invé&tors cduld claim a 50% statewlncome tax .

L3 . ! N

"credit. MCC is licensed as a Sm)ll Business Investment'Company (SBIC), ;

whxch gives it access to an additional $3 mlllion 1% SBA funds for h

s

_equ{ty inVLscments and long—term loans. TheHCorporation must invest:

- e B X

> ¥ . E v




in in-stategbusinesses,‘and_two oﬁ‘its'board-members_areuappointed'by

_.vgap in the availability of equity financing for small businesses.’ The'p.

7state tax credit was intended to help MCC overcome the conservatism

fauthorizing legislation contains stipulations about targeting

g assistance to depressed areas: and low-income people, MCC makes its

" of local development organizations.. -

| Fund takes its ‘money from the lease of state lands for extraction of‘ e R
.oil and geothermal&energyw and it usqs the money to support proJectsi
t“that restorefthreatenedinatural.resources,in the state. Although thehl

.Fundtwas,not established egpressly_tovspark business cteation or

g,egéﬁbdic development, it has had those‘effects. For instance, its

.77

the Governof. The other_seven members are elected by the.stockholders, =~ . ,

4

most of whom represent savings banks.

L

In theory, an institution like MCC could help fill a recognized

I3

I

that often characterizes SBICs. Since ‘SBICs are. generally for- profit

o

corporations, they behave like venture capital companies, they look
for businesses that are expected to grow quickly and then either go .

public or sell out to a larger corporation, so ghat the SBIC

A

can sell its equity position after a few years. MCC is only a year

old and has made only one investment,gso it is too early to know what

. . o o

types of businesses it will finance. So far, however, it has been».
criticized by some as. being tpo conservative.‘

It shouId aLso be noted that, unlike CDFC and Job Start, whose

m T Y t»

e e _
assistance available statewide and does not call’ for the inVolvement

¢

Renewable Resources Investment Fund =California4s'Renewable o f-

N
%

Resources Investment Fund, represents a different sort of model. The
"" 4 a ' I

e \

i TS

* ) ~

« - , e

L
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assistance has enabled the Mendécino Fisheries Improvement Program

o

'(discussed'in Chapter_iI) to clear timbering_dehris from streams and

;and has led to the creation of new businesses involving the salvage

‘minerals, petroleum, and other extracted’natural resources, and/~\

thds tevitalize ruined salmon habitat. _That effort in turn has helped

”tescue ‘the endangeted salmon fishing industry in northern California

and‘marketing of the redwood logs %}eared from'the streambeds.

4 .

, . »
Other states are beginning to put severance Taxes ‘on coal,
. ' . v -7 : . e

.

# .

-
-

California s utilization of such revenues .seems particularly noteworthy

The revenues are. used to restore degraded natural resources, and at

'the same time they help to open up new opportunities for small, natural

‘resource-based business ‘ventures.

e ‘ R o e L
not have been made available for stream restoration in California. . & -

iThe’Fisheries'lmproyement'Program was'instrumental‘invinfluencing the

streams, and it was the_prime'force in deveIoping'the'technology,

.

It ‘should be pointed out, however, that, except for the creativity S .

and initiative of the local organization which beijn experimenting with

stream clearancefunder a CETA project,frenewable \squrce_funds‘might-

P
-
.

state to make those funds available for reyitalization of salmoni

t

training,the workers, and starting .the business to do the work. This R N

,entreprenehrship ——vproVided by local deveropment organizations.

gcapable‘organizations, financing alone can achieve little.

points again to the link'between financing and the leadership -- or

[ . B E . . v R . T

Financing is important; but without creatiye local leadérship and

‘ ; , : ’ : .
 These four institutions, then, represent the'diyersity that is h
possible in state finance programs-——_divegsity in structure, function,

. o
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‘ ~* . and source of funds.” With regard to structure, all but the Maine
- 'Capital Corporation are, state programs; MCC is a private for-profit .~

corporation with close’ ties to state.government.,:Ah additional
. ' structure, not.represented in any of the foregoing but under consider-
ation'currently in.North Carolina, is that‘of a private nonprofit
= "corporation closely tied to the state economic development apparatus.

n

" The prim ary function of all the institutions except the California

~Renewable Resources Investment Fund is to finance new or expanding

businesses. CDFC and MCC do this through equity and near-equity {nvest-

r

.o . ment , while Job Start offers loans. - In the California program, business

- . N ™

deVelopment is-not'the:central goal, but it has been an important by-

A 7 . L4

product of the Fund's activities.

- : The four institutions were capitalized from four different sources.
I ‘ CDFC was funded by a $10 million fssue of state bonds; Job Start, by

4

Y "~ state appropriations, the California Fund, by special taxes on energy

resources, and MCC was. capitalized by the sale of stock, with proceeds

matched three-to-one by SBA as part of its Small Businesvanvestment

.

. o Company program._

noe 'The different ‘modes of capitalization Have dérectly affected ,the,

charactersiof’the four institutions. MCC, as noted, seems to behavé

- most ‘in thevmanner.of a private investor;‘that would oe expected, since
its board is dominated by stockholders ;ho are looking forﬁa return
on their investments. 3The'California program is the only one of the

- i ’ R : I

“ four with a built-in source of new money. As.a result, it offers grants

»

and contracts without looking for a direct monetary return on its
: » o ‘ . .

.&‘ ) .- investments. . Of the four tnstitutions, it is: the most traditional in

-3 : -
.
-

[
¢
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2

its public purpose. CDFC and Job Start fall befween the extremes . . -

represented by the Maine and California programs. Wﬁile_they are

DN

. o . " ; & :
conscious of limited funds and consequently look for investment

' opportunLtieSWthat will pay them back, they are governed by publicn

boards and concentrate on financing businesses that cannot obtain - ' e
Scrittly private financing.:

!
' .
- .

-Coordination

C . .

v

" Generally, four types of coordination are identifiable ih_the f
process of fostering rural economic development: coordination between

federal and.either state or local agencies, between state and local

I : &

entities, within state government, énd_between the public and private
sectors. S \ , .
. ok

Since local economic development'program§ of the recent past have

Y

been largely erendent on‘federal_assistanée;.Jhose programs have had

v

‘ to do more thén merely coordinate with federal agenciesg they have,
in effeé;,;bad to plan their strategies to Maichﬂup Q}th availgﬁie‘
federal fgnds., Sémerfﬁthe most successful lecal development organi-

" f’ wi%tionéz in fact, have been‘those that havé.been able té follow seif-v .

detérmined local development strategy while reﬁaining flexible enough

to qualify for yar{ous types of federal assistance as they became

available from year to year. Conversely, haqy local organizations have 4
K R .4 4 . ’ ; . ’
-been hampered for years by their failure to line up-rall the necessary

y --‘a FmHA loan, a CETA contract,

Iy
i .

pieces. of an aid package simultaneousl
" and .an EDA grant, for example.

~ But today, w}thbthe lessening emphasis on categorical federal

programs and the movement toward increasing state control over

-
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resources, local-federal coordination is decreasing in importance
i ' V ‘ v

relative to other types of coordination. Coordination between state

government agencies and local organizations, on the other hand, is more
. ) : >

important “‘than ever. For while local‘economic development activities~

must be fnittatecf financed in part, and implemented by'localvdevelop-

ment organizations, "governmentﬁ,must foot much of the,billﬁ'and

“

"government,' in this context, is increasingly coming to.mean state. o : s
< ‘ C . .

; 4

government.
Several alternative models for state-local coordination are shown

in the_programs included in this study.:'A decentralized\model is : .

- represented by Vermontls program of aid to1regional‘deyeﬂopment

corporations (RDCs) That pvogram funds 5 staff position for each RDC,

and then leaves the RDC essentially 'to its own devices, except for a

montnly meeting of staff of the state Department of Economic Development

8nd.all’lhe RDC doordinators. That sﬁstem works well in Vermont. Under
t,'local,staff,mem%ers hawé tne’opportonitfﬁto exchange'ideas regolaFlyvg.,

with each o&her and with state staff- tneir reSponsibility and reporting ' _;_s

relationship, however, is still to their regional boards, and the state

imposes no demands or restrictions on their,actiwi:ies.rl
~ The proposed North Carolina Rural DeVelopment’gorpqration,'in

contrast, presents a centralizedimodel with a strongistade role and' jv: Q i -

v v -

weaker local participation. The Corporationvwas.planned as a‘statewide,

Ta .

private nonprofit organization with for-profit subsidiaries that would

” [

initiate and help finance business ventures inyNorth Carolina s smaller'

4 : P

cities and<rural areas. If implemented as planned the Corporation S
1_y . o
would have no formal relacionship with local development orgdnizations,sﬁﬁ

-

. : . . T . ! oo L o AR
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' _ a . . )
'its local,(orxrather,.regional) operfgions would be mounted.from:three4 g
regionalAuniVersities,v’ |
: 1f a Qrate‘is committed to supporting locally based‘economic ‘ ;

v o : 1 .
' - development {n smaller cities and ruralJareas, it must establish a giveL
' - Y e

. and- take relationship with local development organizations.
California 5 program of assistance to local development organizations,‘
funded by discretionary CETA money, is a paradigm of a near{y ideal
'relationship between state»goVernmewt and local organizations. lhe
-;vpstate nurtures local development organizatqons, it helps themggrow by
g _ f— funding them, c;mmissionswresearchifo help guide. their choice of
s . I'd e S : . : .
. ' eeonomicidevelopmentastratégies, and‘takes the long—term perspective,.‘
-realizing that -an organization myst make mistakes as part of its growth
and*development proceSs. The state also learns from its local grantees
»

-
- e
-

\Wand_modifies its funding priorities from year to year on the basis of -

5

;thefexpeyiences of the local organizations.

1' FERNE

Coordination among state agencies is increasingly important in

.n’ffq- vkpw of - the growing role for states in administering all sorts of -
D < ) O 8

L e ;, assiscance programs.f'lt is. perhaps also the most difficult kind of

«
D 4

; coordination to bring off, and its absence has marrcd the implementation

B - of many state efforts. State agéncies have different priorities and

difforent approaches to the same problem, a state s employment and !

' Atraining agency, for instance, is likely to,approach the issue of

unemp loyment from,a very different position than the same state's
;@f' ’ 'depaerent of commerce. IntcragenCyvdifferenCes of that sort are eften

- 1

compoundcd by\the political ambitions of key officinls, by staff

overload, or by bureaucratic inertia. The thinking exhibited in ‘such

e
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‘ s - gtatements as "We don't have time to find out what the other agencies

are doing;" or "We've always operated independently; why change?'" can

present a very real obstacle’ to interagency coordination.

Again, California's experience is worthy of notice. That state's
interagency Rural Development Committee has succeeded in setting inter-
. agency rural development goals and strategies, and’ v has served as

a- forum in’ which the several affected agencies can address urgent

I
problems and seck advice, support, and resources from each other.

The most.important area of coordination for local economic develop-'v

o : ;o DRI

ment programs ‘ts: that between the public and the private sectors.

Successful localldevelopment organizations must ‘function as links -
* N »

between governmept and private enterprise,ﬂwhether;they are developing

4g , infrastructure for industry, counseling small businesses,\or researching
® )

opportunities for new business start-ups. Additionally, some local
: development organizations play a mediating role between government and -

private {mdustry interests. The discussion of,local development
- organizations in Chapter 11 and the more detailed presentations in the

case studies provide numerdus examples of public-private cdbrdination.

Y
»

Summary: State Support for Local Economic Development - L//

Every state shows a dominant motif, either explicitly or

. -
implicitly, in its function of assisting economic development, As the

¢

states come to play a larger role in local economic development, it

is.important for them to develop conscious, e#flicit strategies to guide

-
-

their actions. A state's government does not need to develop a

f

formulaic, comprchensive economic development or small ciry and rural
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area policy; it does, however, need to reach internal agreement on a
N e

fe

basic approach to lgcal economic development.

If it were to a‘%pt_the approach advocated in this study, a state ’

would coéﬁentrate 6% helping local developmént organ{zégioﬁs prbmgte o
indﬁstrial exbénsion,‘small business development, and new ent;fpriée
deﬁei§pment.' It would target its assistance to egpnomicaliy depressed
areas in which there are organizations rQéQy to take local ;nitlative,
and f{t wouid be.prgpared to respond quickly to local economic crises.

‘A-state would carry out this approach to.local economic development e

through tvwo sets of activities: capacity-building/technical assistance,

*~  and financial atd.
Capacity-building services and technical assistance from the state

are especially crucial to smaller cities and rural areas, where local

sources of assistance are scarce. As much as possible, the state should

help'Build skills within local organizations and incréase their self-
reliance; in some cases, though, it i{s also useful for the state to

-

provide'one-shot'Cechnical assistance tﬂrough coﬁshltanis, state
: |
.personnel, university staff, or other resgurces. The state's role in
this area can range from the modest one of educating local organizations
about project ideas to the ambitious Ope'of helping to create local
organizatidns where none exists. In the létier case, the key steps
- are to 1déntify local leadership aﬁd to support that lendcrship in its
efforts to build’an organizatfoh.

The question of state financing for local economic development

. projects is a complex one and a subject about which much has been

written in'recent years. From the evidence of the financing programs

examined in this study, two points can be made. e , " o

Q " . | 7 591; ‘ | "‘ . o
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. - First, federally supported loan funds 1in rural areas (as discussed -

* P

in Chapter 11) have been, effeCtive in leveraging bank loans for
.

" businesses that otherwise could not have started up or expanded. Since

-

federal funds are no longer available to establish new revolving loan
N '
NI ” .

- funds, ic yould.be,sensible for states to consider capitalizing o : o l

Pl ] » o . s ' "‘

revolving loan fundS-in,smaller'cities and rural areas. And second,

state financing works best when it is accompanied by a strong local n .

presence in the form of a local staff which can help develop business

opportunities, counsel local businesses on their expansipn plans, and

“ensure that local workers benefit from business development. This :
suggests that states would be wise to use local development organiza-

tions as intermediaries for state financing programs in smaller cities

*

and rural areas.’ S,
Central to all these state activities -- setting policy,
fe -

Jf determining stﬂategiea. proriding financing and technical supporé for
local development organizations -- ‘is the issue d} coordination. To

| ' achieve ‘success in economic development efforts, the state must -
_coordinate fts actions with local organizations and with federal
programs; state agencie; must cooperate with each other; and, most

important;'the public and private sectors must work together. Coordi- .
: K P ‘ E ™ -
nation in this sense connotes the linking and meshing of an overall

‘state strategy with capacity-building and financing activities to form

an effective total package of state support for local economic
»

"development. . g ' - n . |
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. m'monug'rlon.
. Overvtew B . : ' o f’ TN
By one set of meesurements. Callfornln g} Lhe'ﬁatleﬁ's most
urbentzed atnte, since 96% of 1ts people ‘ve 1n counties ‘with popule-
‘ttons of pdre'than_IO0,000. Caltfornla can also be considered the
natlen'i teetﬁ mdst‘rural‘stete, however,'slnce nearly twc mxllton
- of iis peOple live in plaee51w1th populatleee dnder 2,500. And
f@whlle’largely urban 1n'resldence‘patte;ng,Lqulfo;é;eE(elunequivqcally
-rural“by land use.: Alﬁoet half of the At&;eus vnstgecreage'l%fln
forest (42%). and an even larger portion 1; %n erfnment=ﬁaude¥_
(éb%). 'Agrtcultdfe‘is,the state's prlmary'indujx?y. and-Cnllfognlp
:e the: natlon s most productlve farm atate. . o
" The past decnde has been a time of rapid growth for California's

non-metrOpolltan counties. After forty years of slow growth, the

ndﬁ-mé;:opolltan counties expanded by 18% Beéﬁeen 1976 and 1976,

.

. surpaesfné\\ﬁu~§zxg;pwth rate of metropplitan areas.” While the

ltate as a whole la expected to. grow 8.7% by l986,~one fourth of
the counties with fewer Lhan 100,000 people are anticipating growth

rates of more than 20% over the next five years. -
. : ’ : ‘ < . : ‘ 3

o

Thls.exudy focuses on hortherh‘Cnllfornln‘--Lthetholve ieral
co:Btlea bounded by Secra@ento.rthe Oregon»bordcf. Rhe coastal
moudtalns. and Nevada that are known as the,ﬁortheast, along Qtth
ithe three northern coastal counLlee referred to na.the North Coast.

These flfteen counties have been growing since 1970 at rates varylng
from 7 to 56 percent. Along wtthdgrowth, the northern counties

have been experienclng chronic andlcrltlcal unemployment. All eﬁ‘eeded

.

1

[
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A

the state's averége”6.é%‘unemployment figure for 1980, and three

had raLesJof over 15%. Even relativery prosperous Shast; County,

with a growth of 49% since 1970, recorded a 12.9% unemployment figure
‘;n 1980. Thougﬁ;seasonal unemplbymént has been the norm in many

of these northern counties, tge rapid decline of the area's lu@ber

and fishing industries coupled with the in-migration of urbanites

has led to st;uctural unemployment proglems of serious préportions.

The imporEanEe of forest products to northern Californga's

economy cannot be egaggerated. In some counEies, the timber industry

is responsible —- directly and indifectly - for-nearly sixty percent

of employment. Agriculture, recréation, and fishing provide additional

jobs., LiQestock raising and the growing of oats, barley, and'hay

are ﬁhe’main agricultural activities; There are a growing’number

oﬁnserviéc jobs as a result of the increasing number bf retingd

' =
people, vacationers, and second-home dwellers lured by the region's

expanses of forests and parks.

3

The timber industry.is in serious decline. 1In 1930, the industry .

S
provided 50% of all the jobs on the northern California coast.

This figure reached 70% by 1950, but plummeted to 25% by 1980.
New jobs have not become available for many of the displaced forestry
Al

workers. .Indeed, it is estimated that one fourth of all the timber

workers in the Pacific Northwest are unemployed. .

There are a number of reasons for such a decline. Most obviously,
. - ~

the immense stands of first-growth redwdod and Douglas fir which

°
produced annual harvests of billions of board feet are nearly depleted.
y _ .

-
t




- "’. SRR ‘ LT O BT
. o T T v . ,,,_‘l‘,; . " T T R
' “Sustained yield —- the practice of cutting no more than is .. T
planted —- is not yet a universally accepted practice among“the'

A0

large timber holders, private and public. And un%il recently, both

P taxation and regulatoty policies encouraged rapid harvesting and

s

~-provided few incenti

s for replanting, erosion conttol, or the’ » .
"maintenance of wildlif habitats.a‘ . . .?“;. . L ' b‘
coo Shortages in supply have been aggtavated by growing foreign _
| demand for the’ Northwest s raw timber. Small mill owners. have been‘

v

Yo -

unable to survive the shortages and the resulting higher prices. RN

AT .

Humboldt County in 1960 for example,.boasted,SOO mills, today,

there are'20.

But the loss of forest—related'jobs is not due only to the
) . o shortage of timber, it is also attributable to ‘decisions by the

o

dom1nant multinational corporations to’ reinvest in more capital—

intensive equipment and to relocate, particularly to the souTheastern

)

United States. These corporations have been troubled by bsolescent '

equipment geared to first-growth timber stands, and they ha e been,,
. - .
hurt 'by the downturn in the housing industry

'

The decline of the timber i\ﬂustry was hastened on the Noith o=

» Coast by Redwood National Park. Created in l968 and expanded in T v\'

l977 the park removed more than 30, 000 acres of old-growth redwood . ;oo

g; - from production. Though it displaced thousands of timber employees,

. fthe park provided more than $20 million in benefits»and'severance,

payments to nearly 2,500 workers. . Few workers,'however,’took advantage

1

.. ' \ | of retraiﬂing_or relocation opportunities. S .




~ Finally, the state, untilirecently, was not tgpolvedvin aggressively

- that has been active for almost a

- supporting, and ev@lhattng‘rur'

\ 4 ) . ’;j - B .‘, "v
'_'Millbcldsings cbn;inug {n"nbrthérn‘Célifornia_as the 1ndpstryi a

adjusts to the decliné'!ﬁ'demand andfshifts'frbm'ftfsi-growth to

,

l_hﬂghly automa;ed’secohd-growth harVesting. ‘1f the region's'ﬁersisggni

unemployment is to be curbed, its economy must.bg diversified, alterna-

v tive me;hods of fore%t'rehabilitationfmust'bé developed, and secondary

"wood product markets must expand: . \ T

Rural Policy and Government Structure

The state's involvement in the deVelopﬁent-of the economy and

the ;nfrasttuéture of rural areas is, for the mos;'part, limited.

California hés_no spgcific,~€prmal ruarl policy or general rural
stratégy; and the weakness of the rural voice in legiélative chambers.
and government offices makes fthfe formulations uhlikelﬁ. ‘Nor does

the state have a regional structure for administering programs and

‘providing technicalAassistance to small cities or rhralvcouhties}:

re;ruiting and'Ettrac;ing‘tndustries to local areas, rural or urlsan.

o
i

Notable .exceptions to this lack of state involvement in assisting

lbcal,areasfwith g¢conomic development do, however, exist 1n'Cal}forn1é.

.
i

. . . i . . . . . . -
The Rural Development Committee, a -group’ of state and federal officials

ecade, is involved in initiating, .

‘development projects funded by

5

the state and federal gove;nmenfé.~ The Office of Local Economic:

. Development, a division of the state's Department of Business and

Economic Developmeht,'helps build the capacity of local governments for

s;rengthenlng existing bUSinesses‘through financial and technical

.

assistance. And ihq state's CETA office has a spectalv;ural-deVelopmdﬁt

unit which has invested more than $50 mfllion in a variety of research .

- J 3

Y

\E




5. . . .‘ . .
and dem0nstration'projects in rural California. ' These three institu-
tions will be explored in greater depth following a brief discussion

" of overall state policy and structure as they relate to economic

deyelopment in small cities and rural areas.

California hasino formal rural policy...Specific strategies,
i however, have been. developed for the Foothills (the thirtcen counties
. in the Sierras), and for: the coastal counties. Strategies developed
' - . by the Governor s staff for the Foothills involve support for proposed
flegislation directed at'ameliorating high interest rates and increasing.rl
the availability‘of financing for infrastructure and housing.
Strategies for the coastal counties are concerned with éffshore’

x ]

development rights and protection. Though the Governor was interested,
. at one point, in developing a statewide rural strategy, a p,‘ush for

a statewide rural development corporation came to naught recently

in'the LegislatUre. ‘Though California,is an.agricultural state,

its non—metropolitan population is perhaps too small for it ever

to be a state with a strong rural lobby. L.

"The state's~presence in rural areas is minimal. -The Department |
: . . A

‘
. '

of Housing and Community ﬂevelopment, for example, has only two
. area offices 1in the entire state. Only. the Employment Security

Commission (referred to as EDD), CETA, and the state Division of
. ‘ ) ) . : ¥ >
"Forestry maintain a network of local offices. This limited preSence :

is not strictly a function of dwindling ‘resources.’ Rather, California

has historically ‘resisted regional planning and administrative bodies.

: -There ‘are only three EDA economic develOpment districts in the entire

: - 4
. " statey “and councils of government (COGs) are weak. The director.

i S




 of a twelve-county higher education district cites numerous instances

of resistance to coordihatioﬁ,'usuall§ intefpreted [6caily és'eontfoi;

The state's lack of interest, until recently, in aggressively i
.Syé;oting industrial development is as much the product of post-World '
W&r ii prosperity as it {s of the home-rule mentalityTA It is only . -.
in the past_séverel years,iin the f;ee’of numerous closings of lumber
mills, canneries,-and auio—related:p)ants. ane the relocation of
'sevcrgl.keybfirﬁs to the@Sunbelt, that the state has begun io take
a_ﬁore:active'rqle in industfial'recruiting. Thqs ihe state's Depart-
ment of Bueincsg andlEconomicADevelopmcnt'wés created:in 197§, the
inventory tax was abolished, a state industrial revenue bond policy -

has becn created, and Proposition 13 was touted as a significant

way for local corporations:to achicve tax savings. Such state

activities -~ common elsewhere ~- are of recent ‘'vintage in California.

* , The California Rural Development COmmitLee was' formed nearly :

- a decade ago as the body of stete.and federal officials mandated:

‘by the Rural DeVelopment Act. Its role has included serving as .

qh-advieory‘group to the state's Small Farms Viability Study, evaluatiﬁg

Co < B ” :
T ) . -

.a study for the U.S. Department of Energy of geothermal potential

in Lassen County, cosponsoring a USDA-HUD local capacity-building

demonstration, and most recently, activating and evaluating a state-
« </ . . -
level response to plant closings in the Burney-McCloud ‘areas of

northern California. (The section of this paper .which deals with
the BufﬁequcCloud plant closings incledes'fur;her information»on

the*Commi;tee's activities.)




’ -~ “The Cal'ifornia Office of Local Economic Development --is” one’

of seven offices within the newly created California Department‘

- ,1'":)), ¢ .

of Business and Economic Development. With small cities as its ‘

ptimary focus, ‘the Office provides information and training on downtown’

_tevitalization,rcommetcial development, economic development strategies,

[
i

and revolving loan programs. "On-site technical assistance, though,
currently curtailed because of staff limitations, has involved the

pteparation of local" development strategies, funding proposals,

@ $

. and grant packages. ‘When EDA funds were available, the Office provided
direct financial assistance to local governments and businesses

through its administration of EDA-funded loan and grant.programs.

v
' AN

The Office also formerly operated a state —funded loan guarantee

!

‘ program for small- businesses through three regional nonprofit corpora—
/ ’ ‘ ’

tions. _That program is now operated by a sister office for small
' business development in the same department,

Unlike the development agencies of many other statesg California's-
Office of Local Economic Development distinguishes between economic
‘development and'industrial recruitment: "Industrial development
vis not an end in itself,"” states a Handbook on Economic Development
prepared by the League of California Cities, "but only one of several
possibilities for improving the economic situation of a community.

The priorities of the community may be better served by the,developmeht
of retail, commercial, agricultural, or othér sectors." The Office also
urges local governments’to focus on strengthening existing businesses:

Ay

"Existing Industryié— Take Care of Your Own First“ is a‘chapter




heading in the same Handbook. Then0£f1qe'$ current focus is;oh

encoéfaging local governments, fhrough Qée of local intermédiaries,

to form econdmicldevglapmentvcorp;fations. The‘Pittsburg Housing

and Ecdnomié'Deveiopment Corporation, itself a certified SBA 503 L .
corporation, is one sﬁch state-supported intermediary. This past

ydar,‘if workcd with thirty small cifies and published a guide on
eétablishing'a revolving loan fund.

- l ;

The Office is involved in identifying whdt_it calls "non-scrvice

or non-capital approaches to enhhncegbusincss development.'" ‘Some"

of its ideas include one-stop s&:mit'pfocessing, the use of planning
' -
and zoning regulations to encourage economic devélopment, joint
’ [

ventures with the private sector, new bonding approaches, and the

lease of property to generate revenues. Public development of

o

industrial parks i%léncouragcd when private investment is not available.

»
' ~

And increasing emphasis is being placed on local goQérnmehts' use ,

of HUD UDAG and Community Development Block Grants for economic

R4 /

.development. : . : - = . )

AllegislatiVE appropriation of $226,460 currently supporfg

the Offtce. These resources are considerably less than thegapprdpria—
L) J

tion the Office began with four ycﬂ{s ago. Staff has been cut from

. 22 to nine, and'the considerable resgurces that came from EDA's

.

public works grants and Section 304 technical assistance programs

are no longer available. 1In response, the Office has more vigorously

. ?

torgeted communities which will receive its help, and itbis developing

a network of {irtermediary IOCal'organizatLons to ‘provide the on-site -

A
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“staff. ,

~cities, many of which are in non-metropolitan'counties.‘ It has 3

N 9

assistance and training which can no lbnger'be pfovided by the Office's

v

Arcata, a northern coastal city of '13,000 people, ¢an be' viewed
as an example of the Office's new.targeting policy. The city was
first the subject of an eConomicideve1opment strétegy prepared by

Office staff, and later the recipien;,of more ‘than $1 million in

state and federal grants to staff a local development corporation,

I SR : .
capitalize a revolving loan fund, and develop an industrial park.

The Office was impressed with che\recepcivity of Arcata's local
! .

officials and with the potential for building on investments in

businesses affected by Redwood National Park and financed through

the Redwood Regional Economic Development Commission. Arcata has become

"

something of a showcase for the Offtce.‘ ' a ,
The Office's targeting effort is being emulated by the Department
of Business and Economic Development aS a whole. Each of the offices

in the Department is dn the process of selecting five to ten communities

. . \ »
on which to concentrate its efforts in business development, tourism

industrial recruitmeht} and local government assistance. Though

¢

geogtaphic representativeness is being sought, receptivity.of"local

officials to state help is the primary criterion for selection bf,,

.

the communities. ' : , \ -

In sum,,ihoughfthe Office of Local Economic Development is

not specifically a rural-oriented agency, ft serves mostly small

°

- served as a conduit for EDA-funded activities and polidies and as

" an advocate of EDA's focus on OEDP Commitfees, industrial parks,




on

to
by

of

~-and, more recently, revolving loan funds."Thg‘Office's e@phasis

building the capacity of local governments to help existing business,
opposed to recruiting new lndustries, fs noteworthy.'
The lead role in promotingiand'subpafting innovdtive.approacﬁeé

job creation in-the rural arcas of California has been taken

the California'SLétevCETA Office. That leadership "is the result

five yeafs of deliberate reSeuréh,_si;ategy development, local

capacity-building, and patient‘commitmeﬁ?'py office staff, 1t is"

al

Y

so reclated to the. control of one of the few sources of discretionary

2 e

funding for economic development: the ConrnoF'é 4% fund.

commonly called, set up a special rural development wnit to complement its

ur

Unlike most other state CETA offices, CETA-O, as California's is

1

ban research and demonstration activities. And unlike many other

sﬁﬁke CETA offices, CETA-O based its rural investment policy on

re

. -{: .5;4' . . .
search geared to identifying the most serious labor market problems

and promising strategies in rural dreas. While resiscihg demands
g N ,

#or funding made by other government agcncies and local operators,

CETA-O ‘contracted out several major research efforts, including

a:

~

family farm in the state.

compilation of case studies ofvnon—agriculturar‘rural development

“institutions in four states; a compendium of examples of successful

1 1

job creation ventures in altcrnative energy, forest resources, and:

. Y , ) o .
small farming in rural California; and a major examination of the

. . i ’ ’ LS
CETA-O's role in the Small Farm Viability Project illustrates

5.

sbme of 1its iinportant operating principles: ownership of demonstration’

s )

projects by traditional Yead apgencies, and repeated investments

to strengthen the chances of such projects for institutionalization.’

a9
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Funded by the Community Services Administration, the Small Farm

Viability thjectdwas»a cooperative effort. of EDD (CETA-O's parent

agency), the Governor's Office of Policy and Research, the Departmenb”

of Food and Agriculture, and ‘the Department of Housing and Community

K

Developmen;. More than ‘80 experts on various aspects of rural and

. o '

‘agricultural development participated. as ‘members of six task forces;,

Interest in and ownership of thefreport.feonsequently, were shafed
b9‘manyﬁc;1tiea1 actoss in the rural development prbeess.

Since the‘pddlication of the reportdin_late»l97?, CETA-O Las
used 1Ls funds for projects that lay the groundwork for inplementing
the recommendations ef the rcpdtt; Thus CETA-O funded erototype
small farm resource centers at two community colleges to coordinate

information esscntial to the self-employed family farmer. The resource

centers also developed short courses to meet the needs of local

faémers and ‘secured the'support:of ldcal public and private agenciesQ:

CETA-O uses the prototype resource centers as one base for the Small

Farmer Information Access Systeme——.a statewide system for gathering -

.and disseminating information critical to the small family farmer.

CETA-0 also funded bilingual programming of agricultural information

at a local radio station to cxpand the outreach of the information

system. Perhaps most importantly, CETA-O, as an active member of

b}

;he Small Farmer Information Access Council, helpcddpush for Ehe j

location of the information system at the University of . .

California at Davis —- the heart of the state's agricultural'feseareh

'
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[ ‘ ‘

progrém.ﬁ_CETA-O's hope 1s‘tb get the university to recognize the

.need for the information system, and to;agree to fund the system.
Another operating principle in many ofchTA§0's projects is

the attempt to strengthen the capacity of comm&nitﬁ-based orgnnizations

A

for economic development.' As part of thét'attempt, CETA-O funds

8

+ - such organizations as the California Federation of Technology and

'Resodrccs (which works with’COmmuni;y development corporatio
the Rural Community Assistance Corporatién (which works wit 'local
AY N

R . : N
housing rchabilitb;ion»groups), and the Confederacion Agricola de

California (which works with local production cooperatives). Though

some of these efforts have not succeeded as CETA-O would have wished, ¢

the Office continues to gupéorc the organizations because its staff
' i

sees economic development as a long-term process involving

frequent experimentation as well as patient evaluation and

rcinvestmgnt.

CETA-O prodics support for new approaches to job creation,
particularly those based on local natﬁral resourees.“ Thus it provided
funding to a commﬁnity chelopmcnt-corporatiag’to develop a cu?riculum.
and an 1nst3tutional framework for coordinating and training workers,

forestry contractors, and small landowners in reforestation techniques;

it supported a nonprofit rescarch and demonstration organization

’

in its effo¥rts to create jobs through cloaring.fdrmcriy fish-filled
streams of forest debris put there as a result of timbering;
and it funded another local organization' to stpdy-thc_viability of

labor-intensive wool-carding.
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“

Most recently, CETA-O is taking the lead in responding to the

state's increasing number of industrial plant closures. 1Its support

ineludes the provision of funaing for two staff persons in EDD to .

:

coordinate agency assistance for st;}cken communities and to work
closely with unjons and}othér organiéétions in the development of
legislative proéosals.v'lg 1svalsorfﬁnding)a protptype_displaccd

workers center in the heart of the lumber'country.

* In short, CETA-O approaches its task of responding to gerious .
labor market problems in rural areas with a long—cprm; developmental
perﬁbective. The approach involves fostering ownership of demonstration
projeéts among the critical agencies involved; building chercapaéity
of local economic.devglopmcne organizations to plan and operate
local projeccsg accumulating and disseminating a knowledge baéc‘
about ;ural development‘problems and app;oaches; and supporting
egherimentation in novel forms of job creacion, particularly those
which involve a {abor-intcnstve and ecologically sound exploiCGtion
of the local resource besc.

Two recent developments, however, are undercutting CETA-O's

effectiveness. Most obviously, the coﬁsidcrnble cuts in fundihg

for the office severely limit its staff and project support fcapability.

Secondly, administrative changes have produced a shift to competitive
funding based on RFPs followed by project mdnitoring, rather than
the active déveIOpment and nurturing of projects characteristic

of the past. Desptte ‘the ruther bleak fuhure, it seems safe to

say that CETA-O's past efforts will continue to béar fruit from

\ , )
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sthe base of‘stronger local organrzations with clearer vislons of

.

rural, development wh1ch CETA-O has helped to foster.

Local Programs Studied . - o o R ;l
- " T s - ’
’ . i . H
Seven northern Callfornla prOJects have been selected for 1n-dept
) . . _' Q . | S .o ‘1
treatment. Three of the prOJects\lnvolve local development corporaw

tlons; ‘two operate under the auspices'of a community-development
¥ N . b

corporation, another operafes through a locally based research and-
'Y . .. v'»: :

demonstratton organlzatlon~ and the f1nal project works through

the oommunity{collége and university system. Five_of the'seven

K'Srojects have_bcen suppdrted or are currently_supported'by CETA-O's
‘ . . o ! ) . . :

rural development unit. . " : ‘

400

o ~

< ‘The Superlor Callfornla Dévelopment Council (SCDC) was cho§en

. - . .

because it has beenvvery successful with tradrtlonal ‘economic develope

T . ment strategies. As a SBA_SOZ,corporation, it has packaged more '

loans than any other stch agency in Callfornla. As the develgpcr

- “ } X .
S of an'industrial'park, it has brought 1200 Jobs into- Shasta County o

b‘ Less tradltlonally SCDC has devoted most’ of 1ts energies to as51st1ng

; . % P . S

local\euggnslon rather than to, solic1tat10n of Outsldé 1ndustr1es.

[N - e i . \ .

1t has @ngaged 1n‘% dellberate and pa1nstak1ng commun1ty educatlon

. : and 1nvestment strategy which has enabled 1t to. support itself when.gfz

)

few federal admlnlstratiVe funds ere ava1lable.> And in.the:past"f' ‘ ‘ , *

2

few years, it has broadened.rtshscope'from a'single county,to,ai
four-county(area.. In short, it is the domlnant 1nst1tutlon for : '
local economic development in northeasternfcalifornia.’ v 4

»

) Lf_\_/,f‘)-vThe»second project unddr studyi—;.tht,BurnéyEMcCloud Revolving

T

Loan Fund —- 15,'{n‘many ways,'a'stepch;ld of SCDC.leCDC;was the




- formal recipient of both the EDA grant that established the revolving
’ and McCloud'are~towns in an area'of;north-central.California-in

vbecausa‘state offic1als took an active role in responding to the .

- year. . P

e 415__A — ,w’,,:‘, i S e e e bt ien e e e e 4 42w

-

loan fund and the 'state CETA grant that supports staff, ‘and it has

been deepfy involved'infthe project'from the very beg1nning._ Burney

-

. which the two major employers - lUmber mills - clobed and put

R

:l mOre than 700 people out,of work.. The plant closings are of interest

o

crisis, and the strategy of job creation through a revolv1ng loan

fund was applied. Moreover, acceptable rec1pients for'nearly $800 000 .
b - : -

in loans were found ip a re1at1vely remote rural area w1th1n one

1 .
4 . r
k I -

The third project is{aflocal"development_corporation in north-

western.Galifornia -- the Arcata Economic Development Corporation. -

_Though less than two years old, this LDC has a good reputation with

'both the state Office of Local Economic Development and CETA 0.

w

It uses a combination of both traditional and nontraditional approaches .

~and is currenly being.supported by the state CETAioffice to provide

the impetus.and assistance to smaller,LDCs in its nounty. Thus

the Arcata Economic Development Corporation functions as'a quasi-‘

) 4 i P . .

regional LDC.

The Business Support.Center’of the Redwood Community Development ,

Council is a project‘whichIOperates in thejsame area as'the Arcata

a

LDC. It provides an excellent example of a small business assistance

program that’ relies neiéher on highly skilled staff nor on complex .
remedies. It is also interesting because of the intermsdiary role
it plays with respect to its clients, financialninstitutions,‘and'

*

business professors at the local community college. o . R
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“The fifth pfoj?ct'undef‘étudy-is alSdBQpera;ed under the anspiées o

of the Redwood :.Cvomrnunity' Dev_e_lbpment’ Coun’ci.ll —— the Forest Improvement ' : .

Center. The clearcutting practices of lnnbéﬁinompanies*and.the’neagly K

erleted'forest have created a need for reforestation and land rehabili- - - | S

s ténion.;n rash Qf'jnmber.nill clnsingé and the:exbannion of Redwood »
_ ‘Na£ionnl;Park have 5150 nteated.avneednfpr nenbennIOyment.fnr many
| . vhundrcds of d&spi;ned Qorkérs;f.Tﬁ;FForcst improncmenn Cen;cr;was \
created to train;dispfaced wérkérs in skills requined;byﬁghnlli;zE;;;;:’#i;
tationT¢0ntracting Sysinesses;-tb,providélphc contractors dith S . ';_; ’
: infofnation-abont business opportunities, business ski'lls, sand Crained e -

- \

V‘ S . . ~ . ‘ 0 . J. s . L
i *labor; and to-educate local landholders about available incentdves
. E o RN - . ) . U .
for better management of theirprgperﬁies.- The Center is an example -
of a job creation strategy effected in response to both enyironmental . .
. . N . ” . . X . ° . ’ ,J.

and economic pressures. . : o -

- .

- T f

" A related project is the Mendocino Fisheries I:i;;ygment Program, .
: s , ' ) , 7

which is opérated.by’an independent research and demehstration okganizae N

’
|

. o L .- - ’ , S ‘ 1 . ' N
tion in Ukiah. This project 'created the demand gor a particular

" type/of labor and business -- stream clearance and restoration; Sy ' L

trafined CETA-eligibles to do the joB; and secured a source of?public .t
! ’ : - [ . L . ’ . ~ . s :
b : T . .

funds for the work. R v/ ‘ e .

The final project under study was operated by’the'Northern . R
i " ' ‘

Califdrnia Higher Education Council, a consortium of six community :
: ‘ . . ... /.' . ’ . . \~ PR . ).' Y]
colleges d4nd two universities in northeastern California. The project ‘ :

éncompassed*a broad effort to get the community colleges activel§ ‘ y

P ‘ ) \

2™

- . .
O ‘ . ¢ . » o _ 3
» [ ’
ERIC . | ~
’ '
. ' ’ . S e
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“and purposefully involved in local'eConomic‘Sevelopmentvthrough.

several local projects involving small farming} forest improvement,

.energy development,‘and small business assistance.

e : o g

L II.' RURAL DEVELOPMENT PROGRAMS AND INSTITUTIONS
4“ ’ . K

Superior Californ1a Development Corporation f

e e

SRR ;_-:Background

The ﬁuperior California Development Corporation is the EDA-"

designated eConomic development body for a four-county area in north-"
heastern'CaliEornia (ShaStd"Trinity,‘Siskiyou, and Modoc'Counties)r

Until two years ago, the organization served only one county and ' )

b -

was_ known as the Economic Development Corporatlon of Shasta County

vr -

In its twenty year-plus history under £wo names,,the corporation

"Has amassed ‘more than $8 million in éﬁs }s; packaged over $Q0 million .

in loan and grant projects, deveIoped an’ industrial park with 60 _'p .

KR [
tenants and more than 1200 employees, and established itself as

the leading economic development institdtion in northeasternvCalifordiaa
The economic development district served by;SCDC is large'(an,areap
vgﬂuivalent to,Rhode~;sland, Qonnecticut,Aﬁassachusetts and half -
:‘of Vermont combined),'but sparsely populated (182,000 people).
Much ,of the land in the district is owned'hy.tho government (the
jsdr counties containrall or.parts of seven national.foreéts) and .
by large timber companiestz Forty percent‘of-the districtfs.workers

are employed in forestry'and agricultUre; recreation is a third, - . -

and rapidly,cxpanding, soﬁrce of jobs. The district has grown in

-




” ! . . EE e

population by nearly forty percént since 1970 -- almqif.ehtireiy

because of in-migration. Yet unemployment'rema1n§ high, ranging
from:24,9‘péfcent inuTriﬁity County:;n Januéry of this yeaf fofa
low of lf 3% iﬁ Modﬁé.i Numérqus luhber mill cioéiﬁgs.in tbCTféét'
. two years have put almost 2,000 people out of work. |
o : Redding is the district s most sxzable cxty. Slthétea'midway,.7'
. bgtyeen Los Angles and Seattle,»bisected by Intersgate 5, and Cl;sé'
to S;éh récrcatié;al attraqtiohs as Mt. Shastavana Whiékeytow;,Laké,
Redding has, over the past twénCy yeéfs, blosspmed'iﬁt0 a regipnal
cgE}er for government, yarehousing:ana Servicgs,_ahd divers;fiéa
manufaéth;ing} )
Such prosperiﬁy was not in evidence when ;heﬁéDC of Shésta "' L .

Y : : _ ‘
County was organized in 1958, The EDC's very formation, in fact,

3

“was motivated-b& the area s dependence on a J1ngle, seasonal 1ndustry o

and the rqcognized.need for dlvcrsificaqion. The original EDC was:
- Lorgaﬁizéﬁ~as a private nonprofit agency with a board.of nine.citizens.

-~

appointed by the countyvsuperviébrs; Sevc@ years later, the EDC's

,,w x"

(5

k3

A | ' *
current director took, over. The owner of 2 £am11y lumbcr business

and a former mayor'of Redding, this 1ndiv1duél>has been'absolutelyf ‘ﬁj'

&

: " central to the EDC's subsequent success.

The'direcrof began‘with several premises, the first beihg that

. , o : : /
0 . - community cducation would have to precede all other efforts. Thus

. ‘

he embarked on a two-and-one-half year educational campaign, speaking
to'every conceivable local organization about the néed/for'economic - d

' devélbpment,bwhile warnLng at the same L?mefthat it could be a slow

wo FE— ) . ’

1
- . .

- | lis




\anaﬂEEemingl“”unr%mﬁﬁerative process. 'His'second premise nas that . = o
new investment could only be lured by a well-prepared community,

his third that expansion'of locAl industry represented the best

‘route for strenghtening the" economic base. |

: After the period of community education. the director sold
W rooY ¢
$259&000gworthtof‘noninterest bearing, nonguaranteed, fifteen-year

notes to local residents and businesses.~ Local banks subscribed

) to the first ten percent. The ‘?noney' from the notes, supplemented

LY

by an EDA grant, paid for the purchaqe and development of the first
phase of an industrial park. The EDC was aiso chartered as a SBA
' ‘ ' .

502 corporation, and was thus able cb offer 100% financing packages
L .

fo;.many of its start-up or expansion projegcts: éb% from SBA,

1) . B ’ o . ©

§1 park land as collateral.
. [ . N ] Kl el ) ) .
/,tivatéggiélcooperative relationship with;bankcrs and business '

s#¥eadlrs was the fourth premise of the EDC director. ‘He has tried

to stay'ohtside the political areng. He believes that the public ' .
. A ' . '
sector-dominated board of the enlarged SCDC is less effective_ than

wae_the'largely private sector board of tne'original, ond-county

EDC.

- ) ‘ - Activigies
. SCDC plays -- and EDC/Shasta played before it —- six ma jor
&

roles: developer, financial planner and paékager, facilitator.

rural advocate, ‘planner and grantsman; and industrial recruiter.—

.

Ly - . .
. )

&l The following treatment will refer to EDC riather than SCDC,
since most of the activities discussed were 1nitiated by the earlier

organization. : -
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1. Deveioger. Thé EDC's role as'developer has. involved

purchasing, developing, and marketing,tne first two of.three‘phéseg

of the Mountain Lakes Industrial Park. Underlying this role was -

- . ~

. S the reasoning that no private investor would be interested in a

. city as small and undeveloped'as Redding was at_thé time.

From the start,,the park was a succes$. Despite the cautious

tone of the master plan, the first offering of park locations was o
solo“ouo in 1975, ten years ahcad of schedule: The next'offéring,

65 acres;ﬁyéngjid'IB months. The final pafbel of 234 acres was
. N ’ : !

by then so‘attracti%o'that a ﬁrinate devélopcr (the son of the .

e

. '»original propertf ogne?).bought it for his own. First-phase land
i s ; : :
was sold at cost for $5,500 an acre; third-phase land is now going
for $55,000 an acre. The original. development was helped cons:derably‘

’

.by the original property owner's generous Lerms $10 000 down,

.8%4 financing, and a Lhree year moratorium on both interest and
principal EDA was also helpful, providing much of the money for
thé infrastructure of,the first two phases, and finanoing a':gil-line

"extension for the property. . = : U S

The early tenants of Mountain Lakes Industrial Park werggiooa N

businesses which purchased the EDC's 15gyear notes, The @aj@xiqy:fV -

of tenants are also 502 loan recipiehis. Though the park houses

- primarily single-plant manufacgoring concerns, its tennnts'olso

v
A

include soft drink distributors, warchousog}ﬂand a trucking business.

Most tenants have fewer then 60 emptoyees; the largest, with 250
. . , - . s L B

employees, mantfactures beauty products. . /“\\ .

‘




>~manufacturer (18 employees), a moving and storage business:; (6

~ L

#

%

.the EDC has made more thanﬁ$8 million in 502 loans‘and'packagcd'

That company now employs 25 people.

21

A -

The~fit§t‘502 loan the'EDC made went to a sheet metal company.

Other loans and ‘park Spaces

have gone to a houseboat manufacturer (22 employees),;a cabinet

ko

employees), and a southern California basedrfirm thac makes ignitbon

»

harnesses for. engines (85 employees)

“stze from $&0 000 to $550 000; most have been for $200 000 or more. .

"&
' The loans have ranged in

During the second phase of development of Lhe industrial park

a private investor built ”industrial condos'' -~ small spaces for

s

-éindustries?that do not require or cannot afford to buy full-sized

lots and build complete structures. The tenants of these common-wall

quarters include the telephone company, several labs,.and a communi-

cations business.

2.

Financial Planner and Packn&er. As arfinancier‘and packager,

2

;almost $4 million.in'EDA'loans.> TheﬁEDA loans have been the larger

of the two types, they have included a multimillion dollar

F '

‘loan to a hotel and a $l million plus loan to a lumber company

»QlThe EDC's failure'rate for its loans is almost niﬂ,.mainly_because

,,hy the ditector, with his experience in .the lumber business.

[
[

: of its close screening of applicants and its monitoring of their

progress’ after loans are made. Thus; in several cﬁses, the EDC

director advised a loan recipicnt to sell out or persuaded ‘the local

P

lender to delay pressing for payment.

The EDC, in bne instance, served as a technology commercialiaation

agent. A Portland-based individual came to . the director with a

new log skidder -- a’product'whose potential was easily gauged

v
‘

The
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' N CoL L o
individual had not been able'to secure financing. The EDC director - .

., helped him redesign the skidder; lined him up with ten local investors

‘who provided $25Q,000“for financing the manufacture of a prototype;’
supplied him with 502 financing; set up a corppration;'helped secure

. venture capital through a large insurance company;’and contracted
. v ¢ . hd . - -1 :

. - 'with a ldécal machine shop operator for the drototypegdevelopment.

The timber,éompgpies haye.expressed’considerable.1ntereSt in the
e . R . ) . ; .
machine. . o .

3. Facilitator. The EDC has served as a facilitator in several R

- ways. It has beeh a medjator begﬁ%cn environmental and government b

!

' 1nterests, on the one hand, and commercial intcrests on the'othef. (::f

Thd EDC, for exampLe, .engineered a. detailed tour for the state
- h‘f‘\‘ .
Water Control Board of the northwest region's most advanced pollution » .

4

r : . contfol facilities for pulpwood mills. This tour was cfitical'

[ .in securing tHe Board's approval of the escablishment of a large | ..
; .’x‘ B -

gﬁ%’ pulp mill on ﬁhe Sacramento River The EDC has also served in" "

. .;E

a mediating role between expansion and relocation prospccts and -
$. i o ‘

'local barnks, a9'we11 as between often absentee landowners and such
' L D o '
prospects. I : ‘ : N -

N . . . - " o.
:

~

4, :ﬁural Advocate. The EDC's director is a member of both

.~ |
) . N B B

the Governor's and the Licutenant Governor's Economic Devclodment
CommisSions, the California Chamber of Cqmmerce, gnd professional

associations of industrial devélopers. He cdhseiously serves «dn - .

‘these positions as an advocate for non-metropolitan areas, though

‘he describes his rple as "a voice in the wilderness.” Hﬁs?éssistant,

vfor example, recently testified at legislative hearings on cnterprisc

. NS : ot ) .
zones, speaking for legislation that would be favorable to rural arcas.

RN 5.
f
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5. Pldnner and Grantsman. In its planning capacity,. the

“EDC prepares the regional "economic plan for EDA, provides grantsman- hip

assistance»to-its member counties (particularly -for water and sewer

‘developments), and provides technical assistance to companies requiring .

extensive environmental reviews and permits. The EDC assisted
-
~the Native American. Arts Association in planning and evaluating
-
‘a display center on the interstate highway and initiared an EDA-funded

-

" study of geothermal potential in Modoc and Lassen Counties.-
As a grantsman, the EDC has served as the applicant for many

“EDA projects including an airport terminal,'a hoSpitalvexpansion;

a civic auditorium, and many infrastructure investments.

6. Industrial'Recruiterg . The EDC has only recently assumed

" the role of industrial r;“fuiter.. Throughout most,of its history,

.. the. EDC believed that its solid offerings and reputation would

. .
e —N !

‘attract the clients that it needed With its decade of park develop-

ment over, however, ‘and with increasing pressure £rom the county~

supervisors for more jobs in response to the ‘lumber mill closings,
‘the" EDC has ‘embarked on a- conscious marketing strategy. - Under. o .
a grant from the county PIC, the Council is desfgning a sophisticated

brochure and is in the process of targeting 50 industries for its
B . . ¢ !

-~

recruitment efforts. The EDC has aluaysfperformed-Euhctiens;related

to industrial recruitment; such as collecting information on available
sites, the permit process, and approprgate local statistics.

‘ghe EDC’(and, later; the SCDC) has always operated on a lean

‘budget. Unt il 1679,Athe director was the organization s only

professional staffer. With regional responsibilities, he is now '

'
-

" - lig
I




DU . 24 o ':,/ . I
buttressed byftwo other profeisionals.f Thraughout its history
under’ the current director, the EDC's funds for administration

were secured through annuallcontributions from‘the local governments.
These~public donations .were suppiemented by private "suhscribersT
who donated $25 to $50 each. As the official agency for an economic
development district, the EDC has been provided with a $65 000
yearly grant from EDA forrstaffing purposes.

Though the EDC shares'membership with local employment and'
training councils and with community college advisory groups, it
has almost’ no functional relationship with those bodies. Its. |
'induStrial developmenc process has not included a training dimension;
The most important.relationships have-heen those with the regional'

. i

EDA. representative and witH the reglon”s political representatives,

_“who have helped secure funding through lobbying in Washington.' ‘ o

b

Assessment .
o ' ! ’

The Economic beveiopmcnt Corporation of Shasta County (later,
dSCDC)'has been successful'ﬁn dtuersifying‘the economic base of
a rural; single;industry area. 1Its tools have been traditional:
a zoned'and“developed industrial park; acccss'fo financing; a private
seCtorvorientation;’and Cﬁé support of the EDA for otherfinfrastructure
investments., 11ts results'have.been remarkab]c: 60 tenants and ‘
1200 employces in its industriaL,park and more than $12 million.
in‘sound loans over 11 yecars.

Some of this success can'be attributed to Redding's natural

potential as a regional center and to the areca's attractivencss.

Other facrorq include the early and continucd qupport of the local

lig -




 has-been expended on expensive brochures, recrﬁicing tripé, or

T e “~
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- EDA representative and the.reputation and busine@i’experience of -

the directbr,'whose'conéiderab?é/knbwledge of the lumber 1naustry
enabled him tp\anticipaqé;and’to identify opportunities stemming

-

from that industry's decline. ’ o .

Equally'importantrto.the'EDC's success has been the director's
v . . /. o, co o
preference for assisting local business expansions: "The vast

3

o, S o )
- majority of growth comes from within," he says. .Thus, little energy

’

~

wiﬁihg and dining prospects. The director devoted his energies

instead tbréffering his prospects tangible'goods (loans ana.developed

land) and to furthering his reputation within the local business

community and in professional development circles.

(3 L
. N N -

SCDC is expected to survive the current Administration's cutbacks
. : ’ : '

‘ dcsﬁine its héaQy use of EDA Jand SBA funds in the past. PIC funds

and increésed~publtc and private;donations will probably provide

4 -~

some administrative support, and the SBA 503 program should provide
money fhr,loans éndigenerate income'from'servicing'charges.

SCDC's continued success in the three newe;.mémberacdmnties,
howeer; is problematic. Obbiously,AEDA funding will no longer
be available, as it was in Shasta County. Moreover, the newer

.

counties, though possessed of considcrzblexnatural resource and

y A Y i v,. '
recreational assets, are territories of small towns, not budding

- P -

regionaljéenters. and their leaders -are reluctant to haVéAthémﬁelves
folded into a,regional dévclobment effort. Despite these barriers,
scnC's first major effort in one of its outlying areas has'proved

1

suctessful so far and will be discussed in the next section.

o




_ eastern Shasta County. When the mill shuﬁ down, more than 700
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The Burney-McCloud Revolving Loan Fund’

N _Background e
*Burney and McCloud are small lumber towns in north-central
California. 1In §ebtembef 1978.:t5é Publishers Forest Products

Mill in Burney closed its doors and put 350 employees out of wofklvv

Fifteen months later, the Champion Mill in McCloud closbd, }eaving

340 workers unemployed. ,Today, hedrly $4 million.has been or is-

v

being committed for investment in 15 business ventures~in.thé,two
towns. From 150 to 300 jobs will be created. Such activity is

the result of financing provided -by the Burney-McCloud Révplving

1

- -

Loan Fund -- an EDA project operating under the aegis of -the Superior
Califorhia Deéélopment Council (SCDC).

Burney is an unincorporated town of about 4,000 pebble in »

)

.people applied for unemployment insurance -- a sign of the dependency .t

!

of Burney's economy on the mill. The purchaser of the property

.
-

(Times-Mirror Inc. of Los Angeles) was not interested in the

fobsoléscent mill, but in the 25,000 acres that went along with

I

it. Onlylonebsmalijmill was reopened; ‘it requfred only 60;wo;kers.
McCloud lies 55 miles northwést of Burnc& in Siskiyou.County.

Like Burﬁey, it w;s a one-mill town, bu; unlike Burney, it was

also a true COmpany t6wn. 9MothcrlMcCioué," as the Chgmpion Mill

‘wns ca11¢d, owned most of the homes in the_tdwh until 1968, and

much of the ébﬁmércial real est;te'as well. New local investments

have been more difficult to stimulate than in Burney because of

a history of dependency on the company and .because the mill maintained | ‘

possession of its 600 acres and structures untfl recently.. Thus,

12
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only one-third have gone to McCloudt

4 t ¢ . 27

of the fifteen loans madé_through the Révolving Logn Fond so far,

.-

Numerous actors have been ifnvolved in the Burney-McCloud rescue
v . .

_effort. These include local groups, the union (Local, -3-64 of IWA2§

and the Ec&nhomic Development Corporation of Shasta Coonty, as_wcll'

+ - -

. I's , . : : o,
as the local community college, the regional consortium of community

colleges and Universitiés.(Noqchern California Higher Edocacion
» A I
Council), the Small Business Development Center at the Chico campus

~of the Unlvcfsiiy‘of.Caltfornia. and numerous f{ederal and state

agencies,

The first sign of activity came in May 1979 when the EDC of

Shasta County recctved a planning grant trom EDA g Adgvclop a recovery

’,,strategy for Burney. That strntcgy was bnscd on a revlew of all

£ "

local businesses and of the potenaial for‘:ecrcational development

‘and possible natural resource-based investments. The review concludet

i

that local businesses were unable to get expansion capital at current

. . : ’ » 4
‘Interest rates, and that recreational development was not so desirable

i

as other types of investments becausg of its limited multiplier.

_effect. The review also identified three major investment prospects:

-

an Oakland-based compnﬂy that was interested in building a $5 million

plant to extract and mnnufacture ethanol nnd alcohol for gasohol

.

from forest wastes (125 employces); and two' companies intercstcd
in mining the area's cxtcnsivc deposits of diatomaceous earth (a
combined indcstmcnt of $15 million; 150 cmploycos)

Though the plan was c0mplcted be[ore the McCloud mill closure,

!

.thc shutdown was expcctcd and {its cffccts were reflected fn the

.

122
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v strategy. Poss1ble 1nvestment targets 1denth1ed included the »

 purchase of part of the old Champ1on s1te by a, manufacturer of

- of the strategy report 1n August of l980

Rural Development Commltteek(RDC). .In January l980 --_soon-after

»Hotel (60 jobs);.the revival of»the McCloud River Ra1lroad, pr1marily K

28

o N

S :
louvers and panels who was 1nterested in expand1ng to the area

(40 workers), the acqu1s1t1on and remodellng of the old McCloud

~a

for tourist purposes; and the reopéning of three small gawmills
: \ o o,
in ne1ghbor1ng Tr1n1ty County - < - e

-
X
-~

The strategy report concluded that a $200 000 Revolv1ng Loan “ﬁ_f'

Fund would be an appropr1ate mechan1sm for the rescue effort.
1.
A=

The request to establish the Fund was' approyed by EDA, and, after

o

- the mill'shutdown, the'Fund was expanded to $1 million.f .The money S

., :
was actu%lly in hand sl1ghtly less. than a year after the complet1on

L S R . ‘l' |
The next maJor outs1de group to become 1nvolved was the Cal1forn1a :

- v

-

situation was'a suitable subject for its ‘interagency attention.

" the McClo%i:closing -- the Committee decided’that the resultant

s . v Y - d

N .
~

» RDC appointed a sudcommittee. for continued study and recommended -

rhat a local community deyelopment staff person be-hired, whose

B

'ﬂresponsibilities would include overseeing the Revolving Loan Fund

. in McCloud in\{:ne l§80."’ltqprovided tnstruction in job-search
R . . B . . :

lthe rural devblopmént'un§% of the state CETA off1ce.;

" : e S - . ' _ : S
(which had already been'informally‘approVed) and coordinating,needed
f ) . . . - R . .
human'seryices*and‘training. The pos1t1on was financed through o

..
oL

The local commun1ty rollege (in concert w1th the Northern~
» : v ~a ! AU

'Cal1fornia.H1gher Education Council) sponsored.a three-day workshop

4

a

”f”"‘ o _12.'3.. Ly -

b=




ﬁskills and career plannihg and presented a listing of all jobs_

available within a 300—mile radius. The workshop was timed to S
Y

coincide with the expiration oﬁ the mill workers' unemployment'

b

- benefits. 'Sixty former mill workers participated and 46 returned

SN - - . . P

for a follow—up session 6he month later.' The community college.
. : N

. consortium also undertook a study of the feasibility of 1ncorporat1ng

McCloud. The Small Buslncss Development Center at the university
: ‘(.‘;.'

in Chico'provided Burney with a study\of retail sales leakages

o . : _— ro
and an engineerifg review of its sewerage problems. The. Center

N
i . o -

also assisted the Northeastern.Shasta.Local Development Corporation .-~

(based in Burney)'with its incorporation in'January;l980.

Another 1mportant actor was the McCloud River Railroad ‘Running

between Burney ard McCloud - and previously ‘used by both uhampion

. ..and Publisher-Mills,'the railroad was deeply 1nterested in attracting

-new bus1ness into the area. W1th considcrable support from: local

: politicians and SCDC it successfully competed for a $1.2 million

- - . . ..
e

- grant from CAL- TRANS (the state s transportation comm1ssion) to

Y

repair the rail line. vThe_railroad has_financed.the publication

- and distribution of a glossy promotional brochure for the area,

‘and it donated 18 acres to the Burney Indpstria} Park. ;The railroad

has also become '‘a major investor in ong of the firms interested ~ *

in mining diatomaceous earth. e .

y ®
4 s v . - ' .

, ! . t
v

. - f : The Revolv1ng Loan Fund ‘— ' :‘ S

\\

Under a $45 000 grant from the state CETA off1ce, a staff

-

person was hired in September 1980 to administer the Revolving

i Loan Fund-(QiF); SCDC had one primary hiring condition that

A




, and~offices were set up in both Burney ‘and McCloud. - SCDC provided

. ?‘

mthe person be local "someone'who can tell the winners from the

' lbcal skills and natural resources;“

30 R pe e

o

_'losers." A former’ shipping agent from Publishers M1ll was hired, .

the training it thought necessary, add1tional funds were set aside

'for consulting advice from accountants, attorneys, and eng1neers.

1
Several criteria to be used in mak1ng loans had been set out : '

in the grant applicat1on. ‘The appllcant had to supply two-thirds S

, N - o T Lo \ . . LR ‘ ‘ -

of the necessary money and had to promise’ that at léast one job B ‘
s .

,wwould be created for each $10, 000 of EDA’ rnvest t. SCDC staff

, o

“were also careful to ensure that the Loan Fund contributed to. the

Y

diversif1eétion of the local- econOmy, that it resulted in the reemploy- ‘

ment of dislocaqﬁd workers, and that it centered on the use of.

e

More -than 1500 groups andvindividuals»have expressed;interest<

" in receiving?help from the'RLF.. Requests for hoans have been‘rejected_ ‘\.
. primarily for tuo reasons: inability of the applicant to pr0v1de'the
_two;thirds match; and lack of understanding'of or interest in the job
'_creation‘requirements. Many applicants mzflly wanted money’for
‘refinancfng‘ Staff are qu1te cautious, part1cularly with applicants .
about whem there are unanswered questions. Thus in the case of l
one of the companies interested inemining diatomaceous earth,'th‘
Executxye 6omm1ttee of SCDC (wh1ch serves as the 1oan commfltee) ' .‘.‘ te
.vtgoh two months to make a decision, even after personally interviewing
“the company president from Denver and secur1ng a first trust deed
” . .
lon 2,000 acres of the ”bmpany s land \
'vThe‘fifteen loans made from Scptember l980 through July of.'
ll981 account-forbapproximately:$750,000'of.thc milliongdollar fund ?'

- . . , .
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and involveMJS separate tecipienns, Thc loans range in size from

A several thousand dollats to a formet logger who opened a porcelain

'finishing business to several hund%ed thousand dollars to an individual

.who plans to mine crushed lava tock for uSe,in landscaping. Some

-of the lban, recipients plan to use scrap forest products in their

e R v

new operations: boxing kindling," making posts from sawshop thinnings
: R ;

' and chips, manufacturing wood pellets. Other’ recipicnts plan more

?
‘conventional service businesses: expanding an office cleaning. .

" operation; reﬁodelfng'a hotel restaurant and bar; expanding a general

merchandise store; and the like. An ex-millhand wants to start -

a lotp-haul trucking operation; a fdel distributor wants to convert .

auto engines to use propane gas.

"The loans' are for short terms —- one to seven years -- and bear
A . . o :
B . N . . -‘«'. .
low interest rates -- seven to ten percent. Most of the revipients'
two-thirds matching contributions, have come from local banks, though

some have come from personal sources. 1In one case, the P1C of

" Shasta County is involved in helping to_finance a small loan.

‘Assessment
N . . @ ~

Burney and McCloud are small towns, weakened b& the closing
/ ’ ' :

of their' primary employers, isolated frcm~major'cities and economic

activity. - Yet the Burney-McCloud Revolving Loan Fund has been ‘i

v

'successful beyond expectation in finding interested and qualified

v
S . '

dcustOmcrsrﬁor its money. In the first six months, more than $500 000

3

in loans had been committed. Andiin the first year, more than

v

1500 people expressed-intecest in the Fund. The low ‘interest rate

offered is one obvious explanation for the popularity of the program.

—

k)
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- But the volume of activity generated>5e11es much of the conveniional'

wisdom about the lack of 1n1t1at1ve'and:prospects“ln rural'areas.

-

‘Another important reason.for the RLF's success in attracting

customers {is the‘acceégibility and local knovfedge‘of the chief

N\

staff person involved. Over the year, his ‘role has evolved from
that of loan packager to that of serving as a full-éervice'businesg

assistance center. \

Another reason for the RLF's success has been the loan committee's.

innate sense' of what was appropriate: though\a mining firm that
might hire hundreds of ﬁorkers was a very attractive prospect,
small service businesses that could hire‘jusp a handful of people

. . : » e ‘
each were also viewed as important resources for job creation in

these small towns.- )

‘Obviously, it will take magy~yeé;s if the RLF is to generéte
s;fficient’inuestﬁent'Eor re-creating the 700 jobs losf in the

mill closings.. At this péint, most of thé jobs that have been
.created pay lesé than did the unionized jobé at the lumber mills.
There 1is- also some question about how maﬁy'of the jobs that will

be created will'be.filled by_displéged mill workers. ’For not only
-does the area have a coﬁsidgrable population of qualified in-migrants,
but'ma;y of the.loans are going to small bdsiﬁesses whibﬁ rquirg é_w

a féirly high degree of management skills. .

Criticism hashalso'been leveled‘ét §coc for not using the

’ * \

' state CETA grant to link up with trathinglahdlothéf'ser§ices for

»

the?displaced workers. These critics believe that staff time was
spent solely in administering the Fund and not on the broader range

. of activities envisioned by the Rural Development Committee:

'

- o ’ t .1227
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. ‘ : : Regardless of its shortcomings, however, the RLF is assuredly

' creatihg jobs in Burney and_M;?loud, both in small businesses

and 1in manufacturing and mining concerns using the naturiljgggzc?be—*«\,gz/

; “base of the area. ‘Given that dollars from the Fund will repeatedly .

~ be ploughgd‘back‘into the commuﬁity, the Revolvfng Loan Fund seems
P ’

* ' an effective and efficient method of job creation.
Arcata Economic Development Corporation . o * :
O L
o Background

Arcata is an old lumber and fishing town of 13,090 people

, . . o L ) . |
on the California coast about 2753 miles north of San Francisco.

X . by . -
It is the home of Humboldt State University, and it-is the fastest

~
1 -

growing town in Humboldt County. Just over ten miles from the < i

‘ _ largve‘r ci;:y of Eurcka, it is also close to szdwood-National Park'.
yike muph'Of‘northé?n Califofnia, Arcata has been hard hit by numerous
lumber mill cl;sings and by tﬁe expansion of the Park. The area's
'transportatioﬁ-facilities are we;k.' Harbors are smalf, and ;hg
surrounding mountains inhibit rail ané road systeﬁs. Two years
ago, an aif line strike, the collapse of a railr;ad tunnel, and

' v

< » a rock slide on the major highway combined virtually to cut off

access to the region.

A 502 Local Development Corporation, the Arcata Economic

Dcvelopmcnt'Corporation'(AEDC), was. formed two years ago, primarily

‘:‘°‘ at the prodding of thc state' s Office of Local Economic Development.

' Thc state ‘Office prepared an economic strachy ﬁor Arcata, chiefly
i “ . '

in response to the economic problems cregtcd by'expanslon of

’A, °  Redwodd Natidnal Park. Finding: sympathetic local officials in

Arcata, the staLe funneled over $1 million into AEDC, primarily

Q | ' >, L 128
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L4

- Cities Community Development Block Grant program. The CDBG grant

- S b , |

[ . - . .

in EDA‘fuhds,,to_support staff and to provide the infrastructure

for an 1ndustrial'park. ‘With the state's help, AEDC also received

a four;yeat,v$i.25 myllion grant from the statels cqmbet{tive Small

. ) ) . N>
has been used .to purchase land for the park, for housing development,

i

ey

for staffing AEDC, and for an industrial "mini~loan" progrém. ' - -
. i \

. Bhsinesseé;”déveloping an industri

e,
RN
L N .

_AEDC initially Hgdvthe‘SUpport of a variety of institutions

in'the,community.f_The Redwood Community Déve}opment Council

helped with ‘the 1n¢ofp6ration'énd paperwork process; the city's
planning department provided staff for AEDC's first eight: months.
Béth the Chambér of Cbmmercé and an alternative business_o%génizatioh

are represented on the board, as are the CDC and. timber, energy,

industrial, and environmental interests. AEDCvis'staffed by a .

director (the city's former assistant planning director), a'housing

»

offiéer, and a loan officer.

This year, AEDC received a grant from the state CETA office

.

to assist other towns in Humboldt County to establish and operate

.

. . : : T o
LDCs. The Humboldt County Private Industry Council has also supplied o

funds for use in developing a marketing strategy.

1

‘ - ' 'Activities

AEDC activities most relevant, to this study fall into three
categories: ‘pacﬁaging loans“aha f{nancialldssisténcé for small
al -park and an arts cenieri and

marketing the park and the center. Additionally, AEDC has been \\

active in housing rehabilitation, developing cooperatively owned

housing, and assisting smaller and newer LDCs. ; ‘

: e 12y
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.- o 1; Smaly Business 'Assistance‘f' To date, AEDC has made ten
loans. The lt}geSt loan wat to a food market and was made with -

EDA 304 funds. Three loans lnvolying 90 percent SBA 502
guarantees haﬁe been atténged -- for a pet store, a mobile

o

.; home center, and a fabrics étore. "The guaranteedaloans

¥ ‘ranged from $39, 000 to $144,000; AEDC contributed approximately

e

elght percent of cach package from its CDAG mini- lonn” fund.
- The mini—lo@n program involves a $200,000 fund for use as
. Lt - .

loans qf,not,mOre than $10,000 each. This resource is primarily

3

targeted for expansion of small, local mahufapturing concerns.

The focus on manufacturing, says.the director, comes from the belief

that such support'gah create the greatest value-added and thus_

"imbort income to the county.'" So fat, approximately $60,000 of
«4‘ . .. the mini-lovan fund has been invcstcdt, and almost -$750,000 has been
'1evcragedtin ﬁrtvatc'fpﬁds -- a very respectable 1:12 ratio. Mint—
loans have gone.tb a janttoritl service, a>fiVC-ycar~old sporting
gqus ma;Ufacturcr, and to a new business that is developing children's

'radio shows.and cassettes for children's books. Despite its level

of appnrent risk, this last effort was approved by AEDC because

. several of the-partners were perceived to have good business back-
grounds, a '"good" lawyer was involved, and the loan package 'showed

)

a lot of thought.'" The business is currently trying to expand

its market to Portlnnd and San Frnnciscd rddlo:ﬁtnrionq.

N

About hnlf of AFDC s loanq will 8o for the constrvctiOn of R
new facilities, and half for working capfta]. Most of the bpsinossés

. : ass$isted are family-owned firms or partnerships. It is est imated

}hnt 50 jobs have been created or saved by the ten leans made so far.
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2, DéVeloEmonta In addition to its'packaging and fihancingr

role, AEDC is involved invdeveioping a 50-acre industrial park.

~

The space ‘is intendpd~fpr,larée company expansiohs_o;-branch plants;

Y

novsﬁﬁfl‘parcels or "incubator spaces" are anticipated. The director,

pointing out. that smaller sites are available elsewhere in the

city, eiplained that AEDC does not want to compete with the private

'~ sector.

Another project that AEDC is developing is the Pacific Arts

‘Center Barn Project. A city revenue bond pragrah furnished the

funds for pufchase of the lgnd and a building; the necessary rehabili;
tation, however, has not yet begun, since AEDCQ%&%nned to carry
it out with EDA funding.

3. Marketing. Recently, AEDC‘haS'undertgggg an attempt to

..market the area as a location for highécéchnology electronics assembly

‘firms. .. The PIC-fuﬁdea effp::ibas involved adVerEising‘in'ihc.ngl

+

Strect'JournaI.‘in San’Francisco.and Los Kngeles newspapers, and

’

in national trade journals for site developers and the electronics

industry. Color brochures have been mailed to 1,200 selécted f{rms

4

which might be interested in relocating. The director of AEDC:

pointed out that Humboldt County is one of only three areas in

California that is advertisiné”in national publications.,

Assessment ’

The. Arcata Economic'Developmeﬁt Corporation has been supportbd'\

by fQ?aé f(om'EDA,‘HUD, the county PIC, and most recently, the
state CETA office. It has used these funds both for traditional

and innovative development activities. Its emphasis on an industrial

3
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~intent of the industrial gark was a much broader one, one that

park and the recruitment of branch plaﬁfé is'complemeqted by the
provision of financial assistance to small, local businesses,

particularly small manufacturing ehterprises.. Though 1its major‘
marketing efforts matchi the activities of mosﬁ 1ndustriélzdc9Llopers,

its‘a;tempts to market collectivelx the works of local'aﬁpists,

'

particularlf those witﬁ;the potential‘fof small m9nufacturing spinoffs,
i; unconvehtional. It shoulé alsoi?e noted éhat its:traditional |
'L;LUSCria} rec;uitment efforts involve ca;efyl.targeting.,w ‘
This mix of extérnafly oriented and locally’basedvrcsource r.
dcvelopmént stratcgies‘i%lhbt necessarily actcptabie Eo,nil major actors:

~ . 4 “ »

in the areca. The Redwood CDC, for example, believes that the original

~r
N

would have welcomed cooperatives and warchouses as tenants as well

- '
.

. as branch eloct;oniqs plants. There is a%so debate within’the ‘ i

r

.community over, the desirability of secking:Silicon Valley-type v  .

-

relocations. oo

a1 - ;

Much of the success of AEDC in its short career to date has
resulted from the support of the California Office of Local
Development. “That Office’'s efforts helpad to initiate the local

6rganization; and'itg encouragement helped secure the EDA and CDBC

/
'

funding. N

'
ﬁs;fof assisting the creation and'devéloément éf smachr_pDCs
in'tﬁe county, AEDC boiiﬁQes that this purposq'éouid'Bé bctter' ‘
‘ ' . . : .o .
sorvoﬂ'through a coqﬁty~)evel staff. N
Perhaps the major qucstioﬁ concerning the cf{fectivenecss 6%

the Arcata Fconomic Development Corporation in hclpihg,to provide

a morce diversc and sccure cconomic base for the community {s whether

? oo 132




if has sufficient staff to cover the wide range of act1v1t1§§ it
is now invol;ed in., Other qﬁestions élso suggest themselves.
be examplé, is f?nanciallassistance being furnished té‘as many
Loéél'businqssés as are capabie.of creatiﬁg‘more j?b opportphities?
“And, -if nbﬁ..do the efforts to recruit outsiﬂe'electron1CS fifms
" 'make sense, especiaily in light of similar ecfforts of ocLér states’.
and cities and of the naturél résource base of the North Coast? ‘ ,
AEDC's funding base seems relatively secure despite the Qemi§ev

t

of EDA*programs. 1t i considering éﬁpfying for SBA 503 status,
and it expects the couhty to participate with it in packaging . &
¥ i

ndustrial loans once the California Industrial Revenue Bond Authority

is authorized ;6 act by the State Treasurer. It appears likely

50 continue receiving Community Development Block Grant funds,
: :;5 } . ) ) ( »
and its mini-loan program, based on a revolving fund, will continue
. .
to generate dollars for limited invéstments. Payoff on the major

I

' / .
investment.-~ the industrial park -- is, of course, a question /

s

that only the future can answer. . : .

The Business Support Center

Background
The,ﬁuginess Supéort'Center is a project of che“Rgdwdddeommun?tyv

t

Development Courcil (RCDC) in Eureka. The Center's pufpose is

to' provide technical assistance in the arcas of managemenc.‘financihg,
planning, and accounting for both new and existing small businesses

in Humboldt County. Staffed by a director and an nésistant, the

£

Center formally opened its doors,fn June 1980, funded by the Humboldt .
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B

. _ ACounty PIC. 1In its*firs; year of’operétibn, the Center made contact o
with glmost 200 businesses and provided technical and financial

1 ) . C e ) B ' y »,/' b | .

p ' assistance and other services to 68 of them.

. \(& * - +

The Genter's director was previously an accountant for RCDC, and,

(before that she. was treasurer of a dry kiln'business in Les A;geles.u

: . . , " BN . A . “
As RCDC accountant, she volunteered to help a small 16dwood-§ﬁildgng e
manufacturer package a loan. ‘Al that time, she knew 1it£igéﬂﬁg;t ST

-business planning or Managemen£, markctingu packaging,‘or financing.

She was, hoﬁever, an able accountant. Convinced that a source of
assistance for small local businesses was needed, she and RCDC

secured $55,000 from the PIC to begin tlie Center.

The Business Support Center providcsAfour general types of :
assistance: (1) counseling on management skills, ownership s;rengths,

‘ o ~.and financial prospects; (2) technical assistance with specific

‘business probltems; (3) assistance with loan proposalsj and (4) ‘ ,

evaluation and follow-dYp. The assistance process generdlly begins
! ' ‘ ‘ | :
~with a weekly, four-hour workshop on the basics of starting and

1
'

‘ ‘operating a Eyéiness. The first workshop serves to weed out the
; '
2 lesg~-than-committed by requirin articipants -to prepare a resume,
, , 0 req gp P ;Lo prep
., " a personal financial statement and family'budget, a business plan,

P

. a project operating strategy, and a list of project start-up costs

Py

3

for the next meeting.

The Center..also conducts workshops on toplics guggested by
" local businesses: Sdokkecping and’QCcounting basics, indicators -
for avoiding business failure, managemeht of sales employees.

. Less conventional wdrkshops have also been-held, including one .

for nonprofit organizations on setting up for-profit bdsln055055

- ¥

’

. . Lo
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~‘5usiness faculty at Humboldt State. Recognizing that academics °
" director always sits in on the sessions to serve as an 1ntermédiary..

~participants whose special skills ége required.

..and R&D companies. The proprietors of the area's more established

40

38 agenéiesﬁattended:.pThe workshops eﬁpiby faculty from Humbolde

¢ : d . —

State University, local businesspeople, and experts from such organi- ' . , * =

zations as the National Economic ngelogmenc and Law Center at

~ . . .

Berkeley. ) . ‘ .

The Center has: developed a productive relétionship*with the

:

3 L
(A

~
and small businesspeople ofter haye difficulty communicating, the

Faculty participants are paid on a Eonsufting basis, as are other

Almost half thQ'Centef's clients have been service businesses;

the other half has consisted of a fairly even mixture of retail,

5. .
wholesale, and manufacturing firms and of a sprinkling of cooperatives

-

“

‘businesses were at first r%ticent t; ;pproach Lhé Center. uWOrd
of effective assistgnce slowl&fsptead among that group, however,
and since then the flow of cligntsvhas been steady.
f ‘ New businesses assisted by ghe Cenier have included a :ardwood

mill, a carbon plant, a firm manufacturing a tree-support system for

orchards, and a packhorse rental company operating in Redwood National

Park. A successful cxpericnce with an existing business involved

’

a downtod‘ drugstore which had been hurt by the Opening of a new

L

mall. The owner approached the Center for advice about paying.

+

off’ her prdginal‘Ldénp' Shelwas,in a poor cash position,‘and‘her : .

bank was unwilling to reffnance a burdensome trust arrangement.

The Center brought in a marketing expert from Humboldt State who

)




S ‘ - o 41 ‘ ' o
decided that the drugstore's best potential.lay in providing highly
personalized ph?rmaéeutical’serviégs to its clientele rather than

in continuing its attempts to offer the wide range of merchandise

4

'ava{lable at a chain drugstore. On those grounds, the Center persuaded

the bank to extend its original loan, and the business is also
*=gseeking additional asstétance/from SBA. , -
- ' cod . 0

The Business Support Center has no financial.resources_of

its own. Though most of the staff efforts have involved providing
technical assistance, staff have also helped clients arrange financial

. . assistance through. the SBA, the Redwood Regtoﬁal Economic Development
Co?éor#t;oni AEDC, and"loculvbanks. o
The Center ‘maintains workiﬁg felatieng with a broad rangé
‘ » ,._‘of,_programs‘ and i‘nstitutliron.s - Humbc;ldt State, the Arcata Economic
“-Development Corporation, the Redwood RegionaliDchlopment Corporation, .
the.Upitbd Indian Develbpmenr Associatio?, and, of course, the
banks. The banks were uncomfortable qt‘fifst with 1055 guaranteé

‘programs, but they now refer clients to the Center for hcip with

loan packaging. .

-Asgegsment
The Business Support’penter has been providing a nceded service

in Humboldt County. hxpressiods of interest from nearly 200 businessés

within the first year'of operat{on testify to the need. Another
v 1 " important point is the relative simplicity of the Center's service: L S
v highly qualified technicfans are not needed to‘anlbnge or start ‘ o

. businesses. Rather, a sound process for weeding out poo'r prospects,

o




. a sympathet1c ear, a knowledge of business plann1ng and packaging,

and an ability to ascertain when more technical advice is needed

: £
-are . the essent1al ingredients. Manygof these skills can-befselfAtaught'

-] or acqu1redsw1th a minimum of ass1stance from experienced pract1— o

- R tioners——~A—budget“o£—$5§—900~has~been«sufﬁicient to support the _ . .

) B . . ‘ . » ) . y
_Center's staffuandftjkpurchase help_from consultants, e P ' : :

The Centet’s}director was able to win over localdbankersfand

H

the -leaders of other established institutions primarily through T
S ' . ST .' P :

. . ) - - o
patience and persistence. Her business background of.course,

was helpful, and her status as a near—nat1ve made “it easier for
o local businesspeople to seek out her help. This accessibility,,'
© was enhanced by the Center s physical location in the CDC office.”

The d1reég\§ believes that the Center's affiliation with the $

n o r.CDC has been .a source of both strengths and weaknesses.‘ RCDC has
'imparted to the Center a sound knowledge of the community,'and

ithas served as‘a source of inspirat1on and 1deas.' On the other

hand, RCDC's activist stance against the use of. pesticides by the *

§timber companies has made the Center's wofk_with:the business community
" ‘more difficult.’ . S , L )

» ¢ -

The Center's relationship'with RCDC is academic at this point,
A ST - ST ° o
however, since_ the .relationship ended recen;ﬁy when RCDC merged - R "

- with ‘a new community action agency. The Center is assuming an ' S

indepcndent status with rcspect to structure and support, and its.

[ . o

PIC provided funding has only six months to srun.

‘The Center is faced with the necess1ty of charging fees - .

S
B}

for assistance providedik This matches the PIC's belief that,

¢ - 4 ! - ' ‘ 1'\»— ‘ ' a . S
i . s . ‘:l/ - - . "




‘ R --the Center should be “self—suf-fic'ieht,. The 'dir"ector, however, feels

“that,. under a fee system, the Center would no longer be able to

" help many businesses which.need‘assistance.‘ Still, no other alterna-
“tives"for‘funding have been advanced, hor,have alternative means -

Ly

N;c“ofhhousing the. Cénter been suggested
Yn sum, the Bus1ness Support CenLer has dem0nstated that a
. I
simply constructod technical assistance program stressing-packaging

P and planning, with access to analysis~andrmarketing resourees,.
can play a useful role in)a community.n Unfortunately, the’problems
b of'suitable housing and financial support fordthe program remain
urfanswered, even as the Center's'remaining time is expiring.

)
i -~

The. Forest Improvement Center _ ) i

yoox T

. - o a .'_”Background
ere the Business Support Center, the’ Forest Improvement Center

'n
.

. is a proJect of the Redwood Community Development Council in Humboldt
County. Its purpose is to train workers, contractors, and forest“
v .landohners in the techniqueS'of'forest,regeneration,and in the’
vacquisition and use of available state’and'federal subsidies for
. that'work;" - .i" |
| 'h Humbdldt'County has been strichen by-a wholesale loss of foreStrv

' :‘jobs.‘ Unemp loyment is‘currently at 14 percent, and:timber jobs'

: ." . in l979'numbored,onlyv5800’—;'down fromvthe l3,200.level of‘tmenty.' ‘

years before. The area has also seen the failure of a massive °
. . i .. .

K infusion‘of federal dollars intended to provide displaced workers

with new skills and jobs. The Redwood Fmployee Protection Program,.

' v . in response to’ the expanswn of Redwood Narional Park in l978

\ ]

. ) »
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provided displaced workers with more than $20 million in benefitA

A ‘ " and severance payments. DeSPIte the avallablebdollars, only 10,
- — .
"percent ‘of the displaced workers availed themselves of the educational

andfretraining resources. "The problem was obviously not one of R s -
‘- ~ money, but of the lack of local institutional capacity to respond.

The Forest Improvement Center'was;founded in January 1979 when

_local leaders reallzed ‘the potential for the creation of jobs that

‘ ) -

lay in the enormous tracts Lf publi& lands which- requlred huge
amounts of labor-intens1ve 1mprovement and rehabilitation. Indeed

’1 . Redwood National Park alone. had a budget of nearly $30 million coL . o

» R B - S N
for prosion control and rev*getation. Yet no work force -sufficiently '

, . " skilled and specialized for the work was available. ,
: o \ . -
o ~ The initial phase of the Center s work was: financed by the

e »

f /A state CETA office.' In its f1rst year, the Center developed a seven- A
month tra1ning curriculum (and a 200—page textbook) for forest e ’

“ - . W

{mprovement technicians., The Center-also negotiated'a five—yeari
agreement with Redwood National Park for use of the Park's land

for model watershed rehabilitation projects.

|
N

With CETAATitle_VII fundsvfrom the county, the Center began

’ - _ : P ‘ .
its traihing program in June 1980. The goal was to produce graduates

who would serve as crewleaders and independent contractors in forest

s

rehabilitation work.. ‘Trainees received instruction at a local

. . . P '
community college and at the Center in such‘areasﬂas.watershed
L3
ynam}cs, contract biddlng, business management, crew organizat;on

| SR and,worker re}ations, and job—search skills. On Park landsv trainees

‘got hands-on instruction in safety, tool use and maintenance, erosion

3

Fe
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the Business Support Center.
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control, revegetatjon, trail construction, stream clearance, mobile

2 .

N

miil work and salvage utilizétion, wopd1ot maintenance, seed cone
collection, and seedling nursery Operét{ons. The p:ogram@stréssgdﬂ

the advantagés'that woufd acér@e to'tréihees’whb.estéblished indepen-

P

dent businesses or cooperatives. One such cooperative, involving

six trainees from the Center's second traininglcycle,'has already

. L

en forméd.f
The Center also worked with established contractors who cquld

hire the newly -trained workers. 1t compiled'”fhe“FIp Workline,"
) i . : ) ‘ . A ' .y
a current list,of operating subcontractors and trained workers, '

~ r

and it provided contractors with weekly listings of government

contracts to be let, including maps and specifications. Up-to-date

P

. information on technical innovations in the field was supplied -

.to practitioners, and business assistance, was arranged through

o

The. Center offered its services to the many small landowners
who hold ébproximately'ohe-third of the area's forest fand,wbut

who actively manage little of ii. These small landowners_aré'elig{ble

-

for both state and federal cost-sharing programs and tax incentives

for forest management and improvement work. The staff has promoted

" those programs and its services to the small landowners through

mailings and through workshopéJat the local community college.

The workshops covered forest improvement project planning and proposal

)

writing and included an assessment of the state's new Forest

In

Improvement Practices Act. The Center alsq staged workshops for -

- [l

contractors and forest workers on crosion control, sced eone
- . v
- s
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o~

collection, and forest improvement confracting as a means of expanding ' ‘

vos the number of trained workers beyond the twenty part}cipénts in
the Center's formal ttaioTﬁgwptogtam.

- . Assessment

In its mofe thah two years of operation,‘the Forest Imorovement
"Center has‘deVeIopeo'an extensive curriculum for training wofkers,‘
contraotors,ﬂand lqndowﬁers 1o'the use of availablé methodologies
and government resources for the fegenération‘of local foreot»landé.'-
\ o }\ The developmental phase‘of fhéwpipgram was funded by the state's
CETA officé; the first two training cycles wefe supported by the
cougélag}p. No new funds,‘bowever, have been found‘to>contipue
the progoam in its current form. ‘étaff members hope that the community

/

college will continue to offer the for-credit workshops that were

“.develooéd for laodgyners, con&racfors, ano forest workers.
The Centof is notablo‘for 1ts\broad focus. It did'nof simply '
atteﬁpt to train workers in an area in which oemand was expanding;
dt attempted to expand that demand even for;her. Careful research
at projectlétart-uplidentified the critical actoro; the ;any omall )
landowners eligio{e for, sﬁt ignorant of, available government

i

oubsidies;'fhe small contractors, lacking information aboui‘available
“ work, business skills, and skilled labor; and the unemployed, often
displaced workers, familiar with the forest but not trained in

the techniques for regenerating it. The Center realized that job

creation is a procédss.of outreach, education, ahd facilitation,
p i , * ‘.

s T .
“ g as well as one of training.
) ' /. :
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"The Forest Improvement Center also seeks to couch its program in

“the larger context of the éomﬁun{ty's milY-closing problem. It

heiped prepare'é-pfOpgsél to the state CETA office for funding

for a local worker displacemest ‘center which it hoped it could

eﬁploy'as a pbol for trainees for, 1%/ forest improvement training

center. The displaced worker cen€g4 was funded, but the Center’s

- forest tfaining pragram was not./ Staff worry that essential job -

'
5

creation éspects of helping di;placed'workers will be;los;.
Another,intéfestiﬁg aspect of th? Forest‘Improvemént Ccﬁtpr's

'programfis!its emphasis dn fraining workers to oper;te théir own

business or to join fogether 16 cooperatives. Staff realize ipat

forest ;ggéneration work, since it is highly labor-intensive; is |

: well suited t6 small, indépénaeht contractors. . Consequently trainees

‘.“are proﬁidéd ingtfﬁcfion in manageﬁent_skills_and are referred

.to the Business_Subport Ceﬁter for,asslstance_if they,shoujd wish

3

to start their own firms. _ o v

]

' The Forest Improvemgnt Center provides a model job creation

effort that consiaers all sides of the supply and demand equation
and éoncehtrates on a work-area in thch skil{ed fabor, rather

" than cxtcnéiQe capjtdi, is'requiped. One mightfésspme that, given
sufficient time, community .support would develop for 1ﬁst1tu-
tionalization-of the Center's training programs in the community'
college. Staff would also like to see intensive trainihg offered
in strecam fehabilitation, h;rdwood procéssing, lumber mgrkéting,

and housing rchabilitation in addition tovrefofestatipn -~ all

areas in which staff see a growing demand and also a productive
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" use of the regioh's_resohrces. .The opportunities and experience

for a broader effort of that sort;are in place in Humboldt County;
the money is not. ’

i

The Mendocino Fisheries Imp:ovementfProgram L
Background

The Mendocino Fisheries improvement Program is a unique and

"successful vehicle for creating jobs through the restoration . of
a depleted natural resource base. Operated by'the Center for Educat ion |

~and Manpqwer_Resources’(CEMR)} a private nonprofit research and

» -

demonstration agency based in Ukidh, the program has evolved from
%t - ’
a CETA-supported reforestation effort to a stream clearance anq\\'

wood salvage operation financed by both large timber companies

and state funds.

: Like ofherbcountiés in coastai, northern California; Mendocino
'County has Seén’hit hara by the declining timb;r industry: In
1950, one billion board feet weré‘harvested in the county; by 1980,
this figure was down to 330 million. THe stands of fi%st-érowtﬁ.

redwood and Douglas fir are nearly gone, and unemployment'has risen

o

to sixteen percent.
Timber, however, is not the only depleted natural resource

in Mendocino County. The native population of anadromous salmon

4

and steelhead trout, quarry for commercial and sport fishermen

~

alike, has declined drastically. The decline is due in large part

+ to the blockage of streams with debris which has been deposited

( as a result of timber harvesting. Bloékageé of this sort have

cost the arca more than 1000 miles of streams which were once usable

by salmon and steelhead. -
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‘ o The Mendocino Fisheries Improvement Program grew out of three

sets of circumstances. First, county officials, concerned about

the decline of the fishing industry, were using CETA PSE funds

i

to SUppoét four employees'at local fish-;earihg ponds. Second, CEMR,
an operator of CETA programs since 1975, was op;rating a joint .
réforestation, trail construction, and woodwaste—gtilization training
program for PSE participants. Finally, the director éf this PSE‘
program was an.ardent salmon and steellead fﬂsherﬁah.

In the winter of.l978, the CEMR PSE program was looking for

new projects. At the suggestion of one of thcrcounty'slfour large ¢
. . . ‘ " i 1,0
‘timber companies, CEMR undertook a stream clearance effort on the -

company's property. The implications of such a project quickly

became clear to the dedicated fisherman running the project, and’

‘ : he peréuadc’d the county to combine part of its state ‘CE"_I'A grant
¥ > ° o %
with CEMR funds for a broader stream clearance effort. . -

At that time, stream restoration was more a concept than a
~ ‘common praccicé. CEMR forged ahead, Bowéver; workinglwith the regional
L office of the Ca}ifornia Depér;meﬁt of Fish a;d Game, it selecled'two
coaStaf watershed systems as initial project sites. The streams
_.‘Hf' selected for the eérly efforts lay entirely within the holdings
of larggftimber‘companics, since project staffbrealized J;at coordi-
nating their work with a large number of small landowners would
‘have been diffiéﬁlt. The director already had a working relationship
with tge Masonigé Corporation,‘sé the tw;npy trainees, using only
their backs and hand tools, began work on that eqrporation'é property.

. ; : In 1979, the project was expanded to four crews and. nearly

one hundred wockers on receipt of a YCCTP grant from the state CETA

‘ "I 1‘;(1
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office and of additional local PSE furids. Though most of the labdr )

was still performed manually for reasons of ecological'prdtection,
- , ,

¢ v

use of hand-operated winching equipment had been allowed by the

Fish and Game staff.

CEMR was also working on the political front to secure further

'support‘for {ts stream restoration efforts. The county received
“an award from the National Association of Counties for its involvement

~in the project. A sympathetic politician was elected to the State

7,

Legislature,'where he helped initiate SB 201, abstaté law acknowledgipg

- . .

the value of salmon and steelhead resources and instituting the

Renewable Resources Investment Fund, which was capitalized in the '
fall of 1980. 1In 1980, §B 20l funds, édministereﬁ by ‘the Department
of Fish and Game and‘funneled,through the,;oun;y,¢rcplaced state
CETA fﬁnds for support ot the stream clearance project. |

At that time, CEMR also begén developing a related project

Ay . .
centered on utilization of the redwood stumps and other timber

debris removed from the streams. Hoping to increase the productivity

il

of the clearance and salvage efforts, CEMR received permission

to use more mechanized. equipment. CEMR .also received CETA Title VII

i

funds to assess the market for redwood products and to train operators

of small, private firms both for salvaging redwood and manufacturing-

-

redwood products. ' CEMR even leased a small sawmill facility and

~spun it off for prfvate operation by a partnership of five former

trainecs and one supervisor in Aprii 1981. The partnership used
personal financing to take over the operation, and CEMR pravided

management assistance.

145
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Today, supported entirely byAFish and Cameﬁfunds, CEMR is
operating three mechanized crews 6f:five personé‘eacﬁ’in’ics stream
cieé(ance project. The crgws‘are now working on lands held by
all four of the major timber éOmpanie;;in the county. CEMR staff

-

have been called on by the companies for advice on including stream

‘/2learance‘components in corporate harvesting plans. The Department

of Fish and Game has asked .CEMR to study methods for counting salmon
populations and to develop a training brogram based on those methods.

CEMR has other ideas as well: spreading the restoration model

‘to five other counties with endangered fish’populationé, constructing

"fishways" to spawning areas, and creating political support for a
tax incentive which would allow the timber corporations to write

off stream restoration expenses.

'

Assessment _ N ;

CEMR's Fisheries lmprovement Program has»cohscipuslykified

to create a middle ground between the county's rigid prescrvationists

and its corporate timber interests: a middle ground called ''‘resource

'

restoration.” This concept involves maximizing the productivity

-of forest lands and streams through careful, multiple-use management -

and through repairing damages wrought in the past by careless

P
harvesting practices. It calls for careful coordination between

!

the public and private sectors, and it involves the farsighted
goal of creating jobs that are no longer‘tied to the harvesting

of declining resources.

CEMR's carecful pursuit of this middle ground has involved

‘cultivation of contacts with the privatc sector and detailed

i
' !

! ’ B e
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calculations of the public andvprivate profitability of an‘increasingly-

+

productive effort. Credibility with the four local timber companies

and with the Department of Fish and Came took time and patience

" : to build. To convince government officialsvand legislators of

the financtal feasibility of stream clearancf og&a&tiong””gg S g

o, o »
“'A ..

has calculated how taxpayer investments in stream clearance can
be repaid through revenues generated by the sale of redwood, the

expansion of the fishing industry,, and the employment of’previously

- +

unemployedworkers.

[
’

1t should be pointed qut that part of CEMR's success in persuading
both public and private actors of the advisability of stream

restoration rests with the widespread local 1nterest in sport- fishing

m

The Masonite forester[ the Fish and Game official, and the CEMR
crew member all want a healthy steelhead and salmon population

for purely personal reasons. This interest has cut across many

+

lines of potential conflict.

| ’ CEMR's notion of job creation has changed over its history.

i . At first, it believed that jobs for graduates of its‘reforestation

" and stream clearance projects:should be found with private companies.
1t discovered, however, that~many of'the‘iarge timbef cdd;;ﬁies L

were not interested in diverq&{ying their activities to include

stream clearante. CEMR thus began its two-pronged effort to develop

a permanent source of public support and to spin off small contracting

’

. and manufacturing businesses. The latter strategy haé been hapsipered

because of insufficient technical and financial assistance for

*

the spin-off {1rms.

C -
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;
Also notable in CEMR's approach is its constant reassessment

“
- .

of project activities and technologies in order to meet more closeiy

the needs -of the .timber companiés, the Department of Fish and Came,

[y
-

and the public at large. The idea for stream restoration, for

example, followed'CEMR's discovery that the market for woodwaste
products was easily saturated and that woodwaste reclamation did

not elicit strong support from the major corporations. The addition

of a redwood salvaging and manufacturing component followed the

z

"discovery that there were significant amounts of redwood to be

reclaimed from the streams. And the project’'s techndlogy has

completely shifted from the initial emphasis on hand tools to the

use of powerful boom-trucks and power winches -- but only after
the power tools were certifieq&as environmentally.safe.

CEMR's accomplishments are substantial: It has créated the

demand for stream clearance, prodded and elicited a permanent funding |

source for the activity, legitimized the activity on major private

and public fronts, and'deVeloped a corps of trained workers and

‘a-system for training more of them. A good showing, we believe, for

a thred-year effort.

'

)

‘Northern California Higher Education Council

Background

»

The Northern Califbrnia Higher Edpqa&ion Council is a consortium
of institutions in Aorthérn California -- six communify collegés, )
?alifofnla State Qni?erstty at Chico, and lhe University of Caliifornia
at Davis. Formed in 1972,.its'(un;tion is to coordinate and broadcast

1

the cducational resources of this rural region, primarily chrpugh\

program planning and curriculum development..

. 148 -
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In the fall of 1977, the Council received a grant from the

- state CETA office to determine how commurity coliegeg could best

contribute to the economic develoggfnt of rutallcommunities. ‘The
4 . -

activities sparked by this two-and-a-half year éroject are the o <

subjfct of this section. o ) {

- Economic Developmcnt'Accivities

»The>§ouncilis rural economic development activities are best
discussed in a four-phase framework. "¢

Phase I. 1In 1977-and 1978, four of the member community cqllégeé
held conferences to increase public aw@renéés of rural development
iésues, to stimulate identification of.specific development oppor-

tunities for communities, and to ensure the commitment of .the colleges

to leadershi‘pvof specific projects. Before the conferences, faculty ‘

and students from CSU-Chico had surveyed local attitudes,iéonduéted
studies ;f gp;cific-local issues, and prepared casé studie;\ip;
discussion at each cqﬁference._’At Feather River College in Plumas
County, for example, the case studies involved such matters as

a specific violation of the Cal{fornia Fofgst Practices Act, the

quality of water services in one town, and lot-splitting or "4 X &4ing."

At the College of the Siskiyous, discussion focused on the expansion

" of ski facilities, mobile home'deveiopmcnt,;and the diversion of |

a river for agricultural use. At Lassen Community College, the topic
was the geothermal potential of .the area. Council staff felt that

the conferences were successful in increasing public awareness

about the existence of real choices, necessary trade-offs, and

s . P
¥
| )

,_11;5) .




" the power that local people can have in decidfﬁg which types of

’

economic development to pursue.

~
:

Afterdhe conferences, a coordinator at each college ‘'worked

3

with a local advisory committee to identify ideas for economic

’ .

ventures consistent with the criteria established at the conferences.

I3

Students>from CSU-Chico collected data for the OEDP Committees
’ /

of four counties and prepared a computerized data base of economic
indicators for the entire twelve counties in the Council's domain.
. But no specific ideas for ﬁrojects that could be implemented at

eaéh'college and replicated at others captured thc»fancy'of the

advisory committees or the commitment of the college administrations.

~
il

Phase IT. Very little happened in the project's second phase.
The Council considered wérktng further with the county OEDP Committees

and training local planners to .use the data base that the CSU-Chico

uk

students had prepared. Two special workshops were held for local
official; on water and sewer facilitiesh and the colleges were
aékeé to host‘the SCORE -program, so that its vblunteérs would be ,‘
more accessible to lecal businesses. The general lack of action
and tﬁe’passagé of Propgsitioh 13, yhich diminished the colleges'
interest in developing new programé'and.in enlarging‘thé;r‘commﬁnity
service mission, prompted the development opr new strategy for
the third phase of the ‘prdj‘éct. ' R ‘ -
. . o .

"Phase 111. The new str#tegy'involved transferéing respohs?btlity
foryfhe.project at cach campus from a local coordinator to the
Dean of Instruction. Rather chanﬁtryfng to generate an economic

development project involving diverse elements and resources of

129
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; the:;ommunity,lththeans %ere instructed to initiate tangible, o

ﬁvocationally-orihnted&projeots.“ Thus-ardse the Lassen College

© River, College. SR I S S

on the premise that small landowners’ need to ‘be educated about

began theeproject<systematicallyg' using'maps'and NASA aeriel<photos,,9t

the needs, attitudes, and characteristics of the landowners and

‘from‘théfzalifornia~Worksite Employment and Training Program, which

. , . ¥ K

Forest Resource Center, the Yuba Cbllege Small Farm ProJect, the

: Housing Rehabilltation,and Training Program at. the College of the

-t Y

_$1skiyous, and a Local DevelopmenE.Corporation.organlzed by Feather

k3 . ) ' - ’ ) . . ’ T a
-
R . Lo % . e
. . s : . s .o

P o
/ . -

The-yessen College Forest gesource Cenéer, much like the two’
forest impravement projects previously. diséussed;-was'designed~b
. . K f;‘g- E % 4 . .

»

government incentives for better management'of their holdlngs;'
‘ ST . _ o . o

: # ’ - o g . “ . Yol T ) N

that forest contractors needed to be put in touch with both landowners . . =~ - ¢

7

" ,and skillqeflabor, and that'displaced,mill workérs'could be retrained:

* .
s
F}

for reforestation work. ‘ - S " : e

The oollegels forestry department; eided,by‘a eonSultant,-

A\
-

students identified and plotted‘all the.smallilendholdingsvin-the

)

county. This researeh'waslfolloned by a mail survey to estahlish .

q -

lodal\forest contractors. A curriculum for "forestryvtechnicians" o

N was.thentdeveloped and tested through a tr1al tra1n1ng cycle run

for CETA’partic1pants w1th state CETA funds. The college also
i . .
sponsored seminars ‘for landowners and contractors, 1ssued bulletins
. , R

on reforcstatlon techn1ques and planLing gu1delines, and publlshed

a directory of sawmllls in the region.

The}project's planners hoped that further funding would:eome

v
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3

“had a $25 million state appropriation;fqg classroom'and-on¥the—joo

T

training in habor—short 1ndustr1es.' Unfortunately, the. college

project did not mesh with the ri@her rigid regulé{lons of the ‘state

A

program.. So while the Lassen project continues to operate with-

v

'CETA funds, its future is far from securedyg\

s

vAt_Yuba College, a project was designed to develop,the_capaciry

a

of rhe college to provide training and marketing advice for small
- and part ~time farmers. SevenishortICOurses wére'devised~(one.major

need prev1ously 1dent1f1ed for reaching small farmers was for short'

4
.

_and conven1ent courses), a resource directory was publ1shed and

.

* two demonstrations were'conducted. " The first 1nvolved tes;1ng

errtilizers_and techniques for planting alternative grain'crdps;

‘the second used an almond. orchard as a worksite for uggrading farmers'

L -

'

.“pruoing skills. : S v . o

A business instructor at Feather River College initiated the

- conversion of the coonty'stEDP Qommir:ee:into_a LDC and sechred_

some local PIC funds._ The”LDC "sing consultdnts from‘CSU-Chico,

'

)1nvest1gated several targets for bus1ness expansion 1nclud1ng a:

‘computer-head reprocess1ng f1rm and a wood-waste Panufac;ur1og |
:fiﬂ'rma.' . o .‘ >).
- Phase 1V. The‘final ohase of the projectvinrolves‘future
work under a @2?&4;000J two;yearugrant from;the.qulogg‘Foundation;’
”The‘project plans first to oisseminate the 1nformar%on and_techniQUes

O :
developed through the specific projécts at the four colleges; second,

N - - o . - o -
to study the feasibility of new ideas for job creation; and third, -

to perform a brokering function between public and private bodics.
: ¥ " : S . ) . o

v
!
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~ technical assistance, and an’eouipment'bank for small and part—time

o 58

More[specifically; the YuBa_CollegePsmall farm project will,

continue to provide outreach, short courses, demonstration plots,"

e

farmers. - At Lassen College, a micro-computer software program

with applications;for beef ‘production and timber inventories will

~_be developed and tested. The economic research center:at CSU-Chico

9,

will recruit and train local dounselors for service with SCORE
. . : . : . “

in the more remote areas:of the region, and Lassen's Forest Resource

'Center_will be duplicated,on another campus. A new effort will

_be launched at “the College of the Sisklyoﬂs- 'a-five;acre demonstration )

[
-

homestead des1gned to show how greater economic and env1ronmental

self—sufficiency cark be obta1ned through the appropriate application

‘of existing and newly developed technolog1es. Community accesg

..to the homestead will be,emphasized.

Several conferences-are scheduled for the project's fourth Q

-phase: one on alternative technology for farmers, another on-marketing

e t

Yoo . - —

strategies for small ousinesses,'a third on the use of the mini=

‘computer in agriculture,'forestrv, and small businesses. A larger
" ‘regional conference on economic development and job creation for

‘small communities, involving several state agencies, is also being

1
»
L4

planned. )

A long 11st of ideas to be developed at ind1v1dual campuses,

,is also included in plans for the fourth phase. One of the more

innovative involves the development of a'pack—station management{

course for twenty students at Feather River College.- The training

1
41

program wxll be geared to the expanding demand for horseback trips‘

in the_Sierras.
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‘ . ' . | | Assess;neﬁ%:'
. _ Lo ‘ ,
: - I‘_ The rural écdnomic devélopmeﬁt'projeét of the_Cdun@él‘is:é
‘sizable and inﬁQvg;ivg ﬁndertaking. Cbm@uhity'¢oliéges Ea?e;hbt
traditionally'beén iﬁQolved in prpmoting‘egonomid\development,

t ~ let alope alternative forms of economic’ development. The éroject

[ - is also marked-by considerable diversit ’ eﬁbracin' as it does’
a large number of separate research and demonstration activities.
: » . : o .
Small farmers, small landholdgrs, small forestry contractors, small

. housing rehabilitation businesses, and small recreation businesses
- . R B . - . . A ‘ .

are being provided with assistance to increase their productivity

and to create new jobs.
‘Much has been learned during the project's first two-ahdéone-ﬁalf

yé?rs.b The prqject:director goncedgs'}hat the g0qls_of the first
'. ' B .. phases were"t')otl"lbtoo diffus'e_and ifoo_ambitiOQS. 'fh’oungh the’con'fere:n‘ces
’ .expandédrthé igygl’of aWarghess among community résiﬁ?%és abqut
the problems'ahd oﬁﬁbrtunities ip lécal economic'deJ;lopmént and
pfovided an opportunity fo£ the warring environmental and'ddvélo;;'
‘mental interests.to locate some cémmon grou?d; thevlocal advisory
committees proved incapable of moving from the;cgnference_éiége'

. ' . . !
to the formulation of specific local projects. '"Committees cannot

«f£111 ,an entfepreneurial function,' the projqct director concluded.

‘He believes that the pﬁblic needs to be involved, in developing o .
4 “ : : ' : . : . ‘
guidelines for development, but he is also convinced that a

Stronge;‘effort-ovér a longer period of time will be required.
The oriélnallprojeCt model, for example; involved an investigatibn‘

\

‘ " of geothermal resource applications by'c.ljucv',collcges and ‘a disgemination

I




"~ from deEermined

the region's six Caikeges'did not participate in the project at

all.

deeper involvement of the area's colleges in

60

of research results. to potenfial'ihvestors,in the commuhity. The
i procéss,_hbweyer, éimply did not work. 'Ituﬂesﬁs;that commuhity

groups could not build and maintain an interest in pursuing and

inwssting'ih a new ;y?é,of development; ;uch'actions come ogly
individuals. Thus the phckestat{on manageﬁent

F

.courée finally materialized at Feather River Cdllege’beééusefof

the interest and entrepreneurial bent of a single faculty member.

And while the community advisory érodps were unable to stimulate

~ economic development, the colleges themselves, for the most part,

proved rather tépid in their pursuit of an active role in ecornomic

development, particularly after Proposition 13. In fact, two of

J

. ’ ‘ ' . S N * . ) :
+ 'According to the director, the project's most successful venture

-was the Forest Resource Center at Lassen. That effort is small . !

" but comple;e; it involves three discrete and éasiry identifiable

client groups; and it uses a modular, compctency-based curriculum

‘developed by the faculty. It met the coliegefs notion of what .

learning 15 all about, ‘and it had definable: goals. Its;nesufts,
however, did not match up with the precepts,of'its:dcsigners.
Trainees, rather than securing jobs with small contractors working

for small landhglders, went to work instead for the large timber

companies.;

In sum, this project has ified several approaches to oﬁtain

local economic

.

'devélopment.» In large part, the attempt to use the colleges as

L 4
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. ~ ot ke 3 -
. L . . -

avlocus for a broad,vcommunity-éér§ice—based effort was not successful. o
1,Dévelopment of more. narrowly based vocational offerings that combined

accépted aﬁﬁrbaches éb learning with expanded outreach efforts s ' .

"and more flexible offerings prqved more successful. '
! v . . .
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1. INTRODUCTION .

_Overview

Kentucky covers nearly 40 thousand square miles and has a population

1

- of 3. 5 million people. It is a relatively poor state, ranking 4Oth
in the United States in per capita personal income. lts ranking t
has improved somewhat_since l965,'when Kentuckv’ranked 46th. The
loréest sourcekof personal income is manufacturing (26.3%), followed

by government (15.9%), wholesale and retail trade (15.1%), and services

-

(13.2%). Only 3.7% of personal income comes from farming. P . ’

[ : . v .

Kentucky is divided into 120 counties. Its large rural pogylation
(47.7% in 1970) wields significant political power. The state is :
also organized into 15'Area bevelopment Districts (ADDs). The Abbs
provide multi-county planning services for state and federal programs

and technical assistance to local govermnments in a wide range of

LI

wprogram'areas,.including Community development. In the past, ADDs
X 5

had substantial funding and staffing levels; recently, however, both
state and federal funds- have been. cut, and further reductions are

anticipated in the near future.

o

‘Kentucky has a -number of agencies and organizations which touch
- : ~ -

3

: i ' -
on.economic development. During the past year, Governor Brown's

; . administration has taken steps t6 coordinate state development activity
.'by creating a Development Cabinet which includes the major departments
with economic_developmenthelated programs (Commerce and Community

‘and Regional Development).

Klthough there is no overall policy governing these departments,.

Kentucky does have specific Rprograms intended to promote economic

.{
"1
3
I




- development. For example, the Kentucky Development Finance Authority
(KDFA) was established 23 years ago to"promote economic development
through b(?iness expansion. It providés industrial revenue bonds,

revenue bond guarantees, and direct loans to manufacturing, agricultural,

- " »

“ and tourism projects. Funds for KDFA come from legislative apprépria-
' o peel ne !
L " tions of general tax revenues and through borrowing from state employee -,

'bens}on'fﬁnds.

i~

. ) _ The state is also served by the customary small and minority

i . [
business development programs operated by state and federal government ’

1

‘ (e.g., SBA programs). The Center for Business Development works .

’
-~

_with state agencies, federal agencies, communitits, and small businesses
to provide business development services which include an EDA-sponsored ,
. - ' '
i management assistance program, technical assistance to firms damaged ' i ‘
‘ 7’

"by competition from imports, and assistance to firms which are entering |,

I

L 3

a or»expanding their role in international trade. The s;g;; also offers

. i
the conventional array of employment and training programs.

It is too early to tell at this point whether‘tre Develdpment
0 . \ :
Cabinet will establish general policies for coordinating these various

resources  or whether the programs will continue ‘to be administered. o .

rather independently in the future. .

~

In addition to statewide development programs, other programs

have emerged which focus on particular geographic areas of the state --

primarily on Eastern Kentucky. Uﬁemployment‘xates in that area are

3
- »

‘ consiétently above the state and national rates, average per capita

»

iﬁcbme‘gs }es&'thén half the national figure,-and development efforts

are thwarted'by mountainous terrain and isolated settlement patterns.
< B o / , , .




;"It proyides both debt and equity capital to qualifying firms and

3l

Several fedetai and state’ agencies have'addressed the rggion's‘economic
woes. The Appalachian Regional éommisaion (ARC), for egample, has
funded a8 wide range of programs in Eastara Kentuckyvovar'the years.
The state is also discussing the dgveldpment of a private invesﬁaent
corporation specificaily)for Eastern Kentucky. P
Local efforts have also been made in Eastern Kentucky. For example;
Kentucky Highlands Investment Corporation serves 9 southeassern counties
by offering financial help to new and young manufacturing companies.
maintains a miaority stock ownership position in the firms. 1:'5150
owns 91 percent of Mountain Ventures, Inc., a for-gfafgt investment
company for new or expanding manufacturing companigs in 49 counties:
of Appalachian Kentucky. .- -

State Rural Policy

. Kentucky has no apparent policy governing rural affairs and no

explicit policy relating to growth and economic development at large.
. . ; . 1] [ d ;

The state has a clear policy for promotifig new jobs through industrial

‘ recraitment.-but that policy does not include specific objectives

relating to the geographic location of those jobs.
This absence of a concerted state development policy was admitted
in a recent state application for FmHA funds, which stated in part:

"At the presenk time, there is no effective structure within state

‘government to coordinate community and economic development with

!

human and natural resources planning.” The application, which was
for funds to be used in déveloping a balanced gréwth policy for the

state, added that, in 1979, almost 6 billion dollars in federal aid

/

161
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had been spent without benefit of being matched against a.set of

§

statewidé goals or objectives. The proposed balanced growth policy

-

. : s '
would concern itself with "state-federal investment s;jﬁ§eg1es for

the 1980s."

™

A balanced growth policy for Kentucky is still in the proposal

stage. Though no details have emerged, the pplicy would include
means for encoutaging economic development of small- and mediuﬁ—
sized cities as well agiurban areas. Edt while the proposed poli;y
would offer me;hznisms for coordiﬁaLing local, state, and fede%al
funds (particularly those that wogld be available under block
grants), it is not yet clear whether the policy will become a
reality, and, if so, whether it will play a éigniﬁﬁcant role in

state decisions in the coming years.

Prbgrams Studied

1
Two projects representative of the types of economic development

activity under way in Kentucky have been chosen for in-depth study.

‘ 1

The first, the CommunityrDevelopment Block Grants (CDBG) Small Cities

I

-
¢

Demonstration Program, represents state-level efforts to involve (' o .
local government in the design and selection of local economic development+

related projects which are funded through HUD block grants. The

‘

approach being tested may be expanded to encompass <a wider range
of resources as the federal government moves more to the block grant

approach, The CDBG’demohstragion also provfdes an interesting model

for other rural statds which are. planning to involve local areas
\ ) ! . .

inbthe state and federal decision-making process.

! " " The second project, Mountain‘ Association for Community Economic ' ‘

¢

Devéiopment (MACED), 18 qﬁ‘ﬁmbrella for a range of targéted development

Q . . : ; | -1‘123

b ]




- of which are epecifically designed to promote economic developmentx

67

etforts taking place in Eastern Kentucky. MACED's activities, all

which will benefit the economically disadvantaged, include technical

assiétance and financing'for Venture development, multi-family housing ~
development, and assistance to community organizations in designing
and implementing’development programs. MACED also administers the
FDFAlloan program for Eastern Kentucky.

MACED offers a model for other local development groups‘of”an

evolving and multifaceted approach to rural economic development.
/

" The Association has its own agenda and resources, yet it works with

Y

and taps state resources whenever possible. MACED's expertise is

e

well recognized by‘the state. Plans are being made to involve MACED

staff in the review and provision of technical assistance to economic

N

.development projects generated under the CDBG demonstration, and

MACED has been involved in state government discussion of a private

investment corporation for Eastern Kentucky.

11. RURAL DEVELOPMENT PROGRAMS AND INSTITUTIONS

Kentucky CDBG Small Cities Demonstration Program | )

General Description
In FY '81, Kentucky and Wisconsin were selected by HUD to host L

a demonstration of how states can assume greater responsibility in
the administration of federal housing and community development programs;,

!

Kentucky was permitted to-design its oﬁn\process and criteria for

selecting cities and counties with. less than 50,000 population for

"HUD block grants. The demonstration thus enabled the state to substitute

its own review criteria and state and(local decision-makers for federal

-
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- criteria and review procedures; the state assumed administrative

re§p6nsib111ty for the program, father than éégying,oqu és a }iaison
beé@een‘federal'and local governments. -
The state's:roie will bé expanded evenxfbrther in the second

-yearvof the demonstration to include fI;énéigl management and moniﬁﬁring ’ \-
of all CDBGs. Keﬁtucky hés accepted the challenge and developed

a process based on che'éhtlosophy that it is a legitimate role of

the state to support local commun1t§ development efforts. The'progfam
rgliéd heavily on locaf governments'foivthe development of its overall

approach, as staff consulted with over 300 municipalities and 120

counties in the selection of criteria for the reVLew process. The

resultigg criteria are intended to allow greater £1exibiltty in apply-

ing federal resources to} loca problems. -

Dquﬁg the past y ér; Kentucky has been putting its CDﬂG v
demonstration program intp ghe'field. 4The demonstrét}On is’providing
Qafuable process experienécfin preparation for the expected expansion
of the block grant approach. The demohstration‘promotes the loéal
development of quality brojects directed toward the primary objective
of the Housing and Community Development Act -e.theldevelopment of
viable communities through the provision of decent housing, a suitable

‘ . ' , ,
living environment, and expanded economic oppoftunitiés. especialiy
éor low- and moderate-income residents.

This report focuses first on édministration. and second on the

criteria used in fhe selection of development projeéts. Program '

& administration involved local governments in every stepb-- in the

formulation of criteria, the provtsion of technical assistance, the

!

e T - 16




ﬂselection of proposal review teams, and the evaluation of the process. -
‘ ' Efforts t‘aken t;@gﬂevelop consensus among local government officials |

on the criteria and procedutes are seen as the key to the sucéess’

Er

of the demonstration, and variations of this approach-could be applied

14

| h. S in other rural states.. The discussion of Kentucky s initial failure

i
(4

to devel P quality economic development proposals and its subsequent - .

-revision of program criteria should also‘be useful to other'states“'r
. ’,

attempting to focus their resources on economic development projects.

Program.Administration‘ LT ~

. \ ;»

Program design and implementation involved five major steps.
(1) selection of staff and advisory committees to direct the proéfam :
and to develop the selection process, (2) provision of‘Fechnical -

assistance to potential proJect appYicants, (3) establishment of
LY

' proposal rating teams, and t review and selection of proposed projectsflvl
(4) evaluation of the revﬁiteria /and process and (5) revision -
. of the review'process and criteria. These steps are\Lesbkébed below.
Overall programvadministration was assigned to thelDepartment,%
,:'of Community and Regional Development (DCRD). " Two committeest;_l
' one for policy and one for technical matters —-vwere formed to design
selection criteria for CDBG projeCts. The Technical Review Committee
was made up of six ADD representatives and six directors of local
developmentsagencies. .It worked with“program staff to design criteria,
vhich wefegthen‘submitted to theIPolicy Advisory Committeg\for review.'
The PolicylAdvisoryvCommittee‘consisted\of representatives of the}A

Kentucky Association of Counties, the Kentucky Municipal League,

the Kentucky Council of Area Development Districts, the Kentucky

\

Community Development Association, the Department of Community and .

' ¢ . . . . . 1
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Regional Development, ‘and individual ADDs. The Policy Committee R ) . :

reviewed the draft criteria and distributed them throughout the state'J'

. to all mayors and county judges for comment. In October of 1980,«

4

the Policy Advisory Committee met again to review the criteria and

»
4

give its.£inal approval of {hem.v-HUD'then approved the criteria

- v -

_for the small. dities CDBG demonstration. S o : e ‘ .."

Next, project staff and HUD staff held four regional training ST

)

sessions around the state for small cities and rural ‘counties which
vmight become project applicants. b(These assistanCe;teams Ba;elt§9h31C51‘
help on'project design.to.onthhird of all pre;appliCants‘for.the’ o .
project.) Then a number,of rating teams, each made up.of a HUD staffer,ﬂ -
S , . v iy

~a community developer from an ADD, and a DCRD staff member were formed

by DCRD..-A'separate team was established'tobreview each type of

’ applicaLiOn - cumprehensive, housing, public facilities, and economic

development. The teams ranked the pre-applications in February,

-
il

~ DCRD and HUD staff visited application sites in March, and DCRD submitted

3

its funding recommendations to HUD shortly thereafter. Eighteen

' of the 112 pre- applications were finally selected for funding.‘_ o .

‘,i In May, DCRD staff initiated an evaluation of the review process

’and the selection criteria. They received feedback from community e "’

development agency directors, local officials, and community development

consultants on the demonstration experience. to date. Staff.rewbrked J

v the process with HUD and submitted ‘it to the‘Technical Rkview Committee.‘_ Bt

o

The revised process-was submitted for review and approval by the'fi‘

Policy Advisory Committee in August.: e

. : r ' . . L TS
s .
. .
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-applications under every category.~ . : © A

__proposaf‘ﬁriters. he materials to” be assessed in t?? applications

on-site observations morge heavily than on-paper allegations,-and

n

The'program evaluation identified four major problem areass
A
(1) there was too much paperwork (2) the criteria resulted in the

funding of "good applications, but not necessarily of - good projects~

(3) many rehabilitation projects,_and no true economic development'

' projects, weresfunded, and (4) the bonus point system wr1tten into

. e

" the selection process carried too much weight and penglized small

T e CL e D .
towns, ~ . vt e oo o ‘ LB
Eac h of these problems was addressed through specific changes”’
. T e
in the procedure. For Example, application forms were shortened,

’ several criteria were dropped, and plans were made for validating';

information during site visits rather,than having passes of documentation

_submitted with each application. frovisioﬁs were also made to weight

s
; " K -
to allpt specific_amountsaof noney for each funding category to encouradge

) . v
PR : %

Taken together, the~revised procedures will minimize the handicap

f'to applicants W ich_are too small to have the services_of profesSional

- .

4

ke

“or negative will be dttached to each criterion on the checklist.

Applicants which receive-a high number of positive ratings will be

i

further evaluatcd.according to théir relative need as indicated by

" such additional factors as per capita income, population lag or‘decline

between 1970 and 1980, percentage of'population at.Qf\heii:\:h%vdeertY

.level, and unemployment rates. Top-ranking applicants wil hen

be visited, and the site visits will produce a final set of ratingsa

4

have been reduced t a checklist format. Ratings of positive, unclear,_




-

Proposals,wh}éh‘recelve }he‘highestgratingshdn the'basis of the site

be recommended tor‘final fundigé..
. . Vicénomic-Dnglopment Projects
- In thé priginal_demonétfaiion materials? écénomic'deveiopment
prdject$~we?e characterized only a;’projecfs,ghich "expand gmploymeht

.

~opportunities and/or existing businesses or which retain employment

'opportunities'or business." The only examples bf_economi@!development

projects provided to applicants were projects involving "adquisition
. haatig h A ,
: . S .

‘of real property, site’improVements, or employment training centers.'.

’

‘No more detailed explanations or examples of model'proiects were

Al

¥

provided. During the first round of proposals, ohly eiéht economic
dévelopment projects Qére submitted. None'Qas considered strong enough
to be sglectea for funding.

AS noted, program staff and the Technical Review Committee made

' -

spécific.changes inAthe revigw proceéﬁ to encourage the dgvglopment
of more;qgaiity‘economic deveiobhgnt p%bposals 1n_the.futqre§5 First,
a'SpéCifiqfﬁmouﬁt of money will be*sét aSide eaph”year for use in

fuﬁdiﬁg ecoﬁomic‘deve}Opméﬁt projects. Sééond, a revhivf:g'review

"

ﬁrocess will be instituted for economic development proposalé.‘ Under

that process, applications can be submitted at any time, and more

time for negotiating 1mprovemehts in pfoﬁosals'with economic develop-

ment -applicants will be available. Finally,'a team of{expefts
(possibly including repfesenﬁatives‘af/MACED and Kentucky Highlands.

Investmen;'darporatioh) will be established .to review economic

devélopment applications and to advise appllcanté on means of

strengtheningvtheir,propoSals.

ey
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Ch
Uik

~will be placed on projects that will produce jobs directly through

" business expansion as 4against projects which prémide to creaté, jobs

indirectly —— ey through dOwntown'revitalizatioanJBases,of

’

selection for single purpose economic'development projects will include
information and projections on the number and types of jobs that will
be created, ‘the commitment of the cooperating busxness to creating

_ those jobs'*and the general economic out look of the participating

.

New criteria for certain types of comprehensive projects which

. - include economic development components were -also designed. The new
. ‘ _ s

. _ criteria favor projects which wil]l provide jobs in the private sector

-for low-income people, stimulate private capital investment, and

-
¢

maximizc the CDBG dollar by'recycfing it to the grantee through loans,

3

revolving accounts, and leaseback or sale arrangements as opposed

to direct’grants.v Priority will also be given to projects which are

. . k3

designed to provide 0pportunities for Women and for minority businésses»‘

: which have limited access to capital.
! \ ) \ - !
~ ’

: p Assessment / , |

Although the revised selection criteria clearly reflect a
commitment to the development of job-creating projects in small towns
and rural areas, the impact of the new criteria will be lessened by

the lack of technical capacity to develop quality projects at the

local level. ManyISmall towns have no staff to design projects.

- . . 4
‘ .. "




’ .

_ibommunitvidevelopment‘staff.of thejADbsvhave provided proposal-writing
lgssistance_in‘dhefpast,'bht that‘aSSiStance mill shrink’hecause of

significant cuts ih ADD,funding;
. At»the“same time, DCRDrlacks the‘numbers;and the technical o e
_capahility necessary for délivering-effective technical'assistance

" ito local'groups'across‘the state.. DCRD‘staff.have attended workshops

o, : . J. N

onﬁsmallthSiness development, and they have great hopes for the
review committee thevﬁplan to.establish for economic develop- ; » ,; .
ment projects. But while the individuals being considered for

'membership on the committee possess the apbébpriate technical skills,

ic is unlikely that they ‘will be available to provide extensive . . ..
assistancerto,a large ndmber of.local applicants.'

«

Finally, program'staff have not been effective in providing

"examples of economic’ development projects to local applicants.. Since
feconOmic develo;ment is .an area in which many.local governments haVe

" | . expertise, staff should concentrate on’ developing
: v R o e
help 1 cal officials design projechp *

ln this effort. program staff could ‘

_Vl‘ttleaexperiehce or

;”,appropriate to their ar@és;

%

fpresent effective examples from other states and also design model
ﬂprojects with the assistance of the Technical Review Committee. “
It seems clear that the demonstraéion;has;given Kentucky an edge

P

over other states in preparing Eor a federal shift to a block grant

,approach. AlthOUgh it is impossible~a§ this point to assess the

b . «

‘quality of the’ individual projccts initiated under the demonstration o 7

_ process, it appears that ‘the process icself is viuble. But while 4

the process has demonstrated how a varietyjof local agencies‘can work

1 "'0 "j.‘f' S o ‘ o

1



oo

‘ ' .with state and federal officials to design@ project selection system,

B
. .

1t has not shon how two or more state agencies or two or more

federal agencies can work together effeétively. The entire question
of state-state and federal-federal coordination will require a

good deal more consideration before programs of related content,

»
LI

but séparate administration, can be fused sucéessfully under a'. _ ,
. block.gtant sygtem.,
Sttil, the appnoaéh taken by Kentucky can represent at least
a beginning model to other tufal states. - GfeaC'careiha; bégh'taken
to involve local officiéis in the deiign of the selectidq;ptocess
and in the evaluatioh.and revisioﬁ of tﬁét process aﬁteg its firs;

test. ‘Significant imp;pvements were.méde to simplify the process,
. R to increase the chances of small tq&ﬁs' geing funded, and to proﬁote
~the development of quality.econpmic dévelopment projects. Moreover,
the revisions were made quickly and with r;markable efficiency given
o the number of groups.ihvolved in the process. '
| Thé'méjof‘cﬁallenéé facing the Keniuck& démohstfatibn at this

‘ éolht is determining how to ensure quality projects-with virtually

- : no technical assistance resources. Unless means are found for

N s

assisting localities and ‘state demonstration staff, it is unlikely
that the quality of the projects actually funded will come up to the

quaiity of the process. under which they are funded. g

K

Mountain Association for Community Economic Dcvélopmené (MACED)

General Description

MACED is a ﬁive—ycar-old,'privaLe'noanofit community economic

. .
BN
. ' -
|
/

>deyclépment(corpb?ation which serves 85 counties in central Appalachia.

[

"
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_ Its target area spans four states (Kentucky, gixgiﬁia: Tennessee, .

and West Virginia), and its éorpotate headquarters are in Berea, '
“Kentucky. MACED's programmatic activities share the common goal of
economic development and fundamental strategy of hélpihg poor people

‘draw on all available resources to 'improve their economic and political
2 ] .

status. To effect its strategy, MACED concentrates its efforts on.

increasing the rate of new business formation and on providing

local leadership with fheiskills necessary for the promotion of 4
community development. * o

ES -

MACED was the product of discussions amdng a dozen Appalachian

.

' orgénizqttons which recognized the neel for an organization to provide

|

. |
business development assistance. The Association began with one staff ‘

E - ) 1

|

\

member (B{1l Duncan. its current president); with in-kind support ' ‘

.. ?
x ° 1

»

rom the Kentucky Highlands Investmént Corporation. After securing.

a grant from thefLily Fbundation, MACED began proyid&ﬂg technical

’ ny

| B 1 ' s .
assistance to CDCs for the development of cooperativés and community-

. o i
owned bugineéses. The strategy shifted as the Association realized
: ! .. . |

. ;

that coqperégives alone were not the answer.: géw jobs were neceded.

-
),

up of representatives of 10 of the Association's coh;tituenfﬁbrgani_

[
~ .
o . ‘ ) '

zations. Its staff of 12 48 organized into four sections, refiecting .

its major develgpment activities: 'Qmalf ﬁnterprisq Pevelopment, . .

1 4 ’

Commuiiity Development,“Housing, and Rescarch'snd Development. : MACED main-
¢ Ly pment g y ‘

3 i w . o s '
"MACED is directed by its president and a§board of directors made' |

tains a formal relationship with oply éne state agency -- the KentucKy

Deve lopment Finaﬁce‘Authority -— but it worKs with a wfde‘range of

» » '
< f " “ A

N ~

1

_community and sgate organizations. '

‘agencies” and

-



i - MACED has received funding from state and federal agenciesvand

. ¢ ~ '
from private resources. New sources of funding are constantly being

explored. For example, MACED received $500,000 in EDA monies to

"

establish a loan fund in late 1980, and it is currently neéotiating

ﬂ ‘a CETA grant for services it can provide tb Private Industry Councils.

£ P -

’

MACED's four major work areas-are discussed below.

’ -

Small Enterprise Development: MACED brings together ideas for

. 1
new business ventures, potential entrepreneurs, and technical and

financial assistance. Staff‘members develop leads '‘oh new ventures

r

by talking with people in the communities and by publicizing MACED's

new ideas. Staffers also research new business ideas and attempt

i

:to determine how they can best be brought to f-ru.,ition:i Staff wori

with individual entrepreneurs -~ most of whom have been refused loans
by regular lending institutions -~ to help them develop firm business

plans and to arrange complementary MACED'financing Staff then help

, 1,,~, l

the entrepreneur ‘to secure the other needed financial commitments a

: and to establish the venture.' MACED staff are convinced that, without

their technical assistance,{few of the businesses they work with would
have much chance for success. . &
‘Within its overall small enterprise development strategy, MACED

is developing several sub-strategies. These involve industry -

targeting, marketing, and forest products development. The first

two ideas are still in the developmental stage. MACED {s planning

to research growth industries around the country to determine if the

"
£

area's resources can be marshaled to attract firms in those industries.

173
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‘MACED is also exploring the idea of'stariihg a marketing company for

Eastern Keéntucky products. The company would establish markets for
“ certain goods and then contract with local producers to make those
goods.

The forese products development project has proved to be a

-

successful business development modé!; ﬂAbED would like to use a

B
v

similar approach in other product areas. Under the approach, a staff

member becomes a specialist in a particular product market: He
¥ b . -
: < -

identifies business'oppOrtunities, pérform$ feasibility analySeS,
' {dentifies pbotential entrepreneurs; and b}fhgs the business ideas
and the gntreprenéurs together with financing. Thus far, the wood

products project has resulted in three new ventures which employ more
- B ' ~ )

" tharm 40 people among them. ‘ . ‘

y

, Although MACED Hés only been making direct loans for a year,
Ltvh;s to date made iO separate investmeq}s totaling $171,000 from -
’ . its éwn loan fund and the fund it administers for KD%A. MACED always
. attempts to use its funds to leverage larger loéps. The éverage loan

package in which MACED is 1ﬁvolyed {s $100,000, with $20,000 of the

total coming directly from MACED. The average recipient en%erprise

"+ creates 20 jobs' }f ) i
MACED furnished the following descriptions of two yenturesric

f

has -assisted:, ’ ’

Mr. McIntosh was driving a truck, brokering
some lumber on the side, and had an ambition to start
a hardwood dry kiln busincss. He had learned about ) ,
Jumber from his father, but did not know how to go '
about getting into a business like kiln drying, which
requires a significant’ initial capital investment.

- '




He contacted MACED after seeing a news story and, after
substantial market research and other business planning
guided by MACED staff, he determined that he was not
- " prepared to enter the dry kiln business yet. He did find,
however, that a holding yard and brokering operation
was feasible. After further planning,.a combination of
MACED, KDFA, and the Powell County Bank provided $73, 000
to finance equipment and initial working capital to get
o ~Mr. McIntosh going. He has now begun to purchase
* lumber from 12 surrounding mills which never before
had reliable markets. Mr. McIntosh assembles the
lumber in a holding yard and resells it in the volumés
required by national markets. In the past, thc¢se
” g o sawmills have_operated on a part-time basis, employing
on the averageiof one to two people on a year-round basis.
The steady market provided by Mr. McIntosh will allow them
to produce on a regular pasis and dependably employ
an average of 6 people cach, creating 48 new jobs. == - &/

v §

' . - o o o . o
‘ ' ~ Mr. Smith saw an opportunity to lease a large
- boundary of timber near his home in Letcher County.
He acquired an-old-sawmill and cut himself a hquse .
_ pattern.\ He felt that he had some potential in business,
! ' but was not sure what to do next.  MACED staff helped him
' ,to get into production and to establish himself as a S
supplier of mine timbers in the area. It quickly ' ' '
became clear that, with help, he could expand his
business much further. After additional planning,
therefore, MACED, KDFA, and the Bank of Whitesburg - : -
furnished Mr. Smith $82,000 to purchase a new largef B f
\ sawmi}l and open up new markets. Installation of the
mill is almost complete and Mr. Smith has two months'
worth of logs on the yard waiting for sawing. MACED
staff -is working with him to establish furniture
‘{ndustry customers for his high-grade material and he
now has several enthusiastic'bidders. He has hired two , \
trainees under CETA's ‘OJT program and expects to
hire five more by the end of the year. Mr. Smith is a
good prospect, for significant futire expansion both in
the sawmill business and in other wood products-related
. enterprisds. v

Community Development: MACEDrhcips qpcnbliéh new local leadership

S " N
‘ groups and works to develop organizational skills within existing

groups. The groups with which the Association works are centered
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!
on issues ranging from water ‘and seq;t systems to worker ownership

'of businesses. MACED tries to instill confidence among members’ of
. . . It

local groups while teachidg them skills which are essential to
effective operation (e.g., beokkeeping). Assistance is offered at

no cost, though MACED does accept fees when available. -

/
MACED provided the following description of a community
dcvelopment project'

In Wheelwright, a group has formed to
rehabilitate the sewer and water systems, try to.
A " reactivate a very;popular swimming pool- (built when
v the city was a coal camp), and undertake additional
, ' rehabilitation projects in town. During the coming
year MACED will be helping them analyze the feasibility
'of their projects and develop enough‘organizational
strength to do what they plan. “The project MACED
designed to train housing rehdbilitation craftsmen has
worked well as technical training, though it has. not yet
‘ ) recached the loftier goal of generating an independent :
contracting enterprise. That still might happen. All
in all, the proj&ct has begun to draw out the community
¢ommitment neccssaryxto undertake new development
initiatives in~Wheelwright.

: f’Housing:, MACED is attempting to formulate housing development

srrategies which are appropriate to Eastern Kentucky. Major barriers

‘J

to housing development inclqde‘the lack of available land, the high
cost. of dcvcloping land in the region, and the shortagc of mortgage

,finahcing. In response to thcse .problems, MACED has concentrated

its efforts on developmcnt,of multi-family housing projects and on

=

. designing means'for_increasing;mortgage availability in .the area.

MACED setveé asgpockager and developer for multi-family housing

!

‘projects. This role enables staff to generate revenue for MACED as

i

’ , well as for a local’sponsof.' MACED lends the technical expertise

required to develop available land without being vicwed as an outsider.
. ! ’

To date, this new effort has‘rcsulted”in a plan for a 41-unit complcx
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~

sponsored by a black church; the'plqn is currently under review by
HUD. Seve;al other projects are in earlier planning phases.

" Single-family housing starts 1n/the region are hampered by severe
mortgage availability difficulties. MACED is l;oking'into-teéhniques
for increasing the amount of money available to 1nd1viduals who Qish
to build on famfly-owneﬂ iand or individual lots. MACED is recommend~
ing ways to use state mortgage revente bonds in conjunction with block
grants and special foroms of mortgages to reduce monthly mortgage p;y-

ments, and it is planning to direct the issuance of a multi-county

bond offering in Eastern Kentucky this year. MACED is also working

"with several state‘and county banks to have them accept a homeowner's

£ Y
labor in building his own home as a down payment in qualifying for

IS
1

a home moftgage.

’
v

Research and Development: MACED staff are conStantly‘ekémining,

new ideas thch can be applied in the overall area of economic dévelop-

ment. Staff meme!: research each likely seeming concept thorohghly

! ~

a;ﬁ write reports outlining its potential place in MACED's development

' strategy. Issues that have been explored include the possibilitics

of the dry kiln business and the creation of new types of montgage

credit.

‘

Staff work in all of the above activities is supported by a small

cdmputer; The computer is also used in training for ggsinéss planning.

‘Economic variables relating to a given business operation can;be pro-

grammcd differently to show an entrepreneur how outside changes can

nffecc his cash flow or production. The coxputer is also useful in

monitoring performance once a business is in oReration.

177
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‘ ltagé. but no.details on théd probéble‘struétufe of the proposed organi-

82

e

Relationship With The State . .

»

Although MACED welcomes the support of the state, it realizes
‘that {t must remain indE&pendent if it is to achieve its goals for

the region. MACED viewf the state as a source of funds for specific
development projects and as a key player "in the developmeﬁf'of/

comﬁunity,fnfréstructute. It believes, howeﬁer, that the push for

enterprise development should come from the affected local areas.

MACED plays a major role in allocating KDFA resources in Eastern

¢

Kentucky. Together with the Kentucky Highlands Investment Corporation,

-

MACED reviews applications and makes recommendations about loans to

-

.

businesses and projects to be made from a $500,000 fund provided to

[

KDFA by ARC.

MACED also supports CETA progfams in its area by helping match .

. . A v ; . ~
CETA eligibles to job opportunties. Staff members act as interme-

diaries betwegen small bUS1ne59é;“and CETA program staff. They inform
’ L) .

1
~ :

empioyers of the various advantages available to them {f they hire

. CETA-eligible workers, and they attempt to reduce the confusion

associated with dealing'wiﬁh the bureaucracy.

MACED'Q involvement with the state may incrgése in the coming
monthé;ff éhé séate proceeds with plans to.create a private develop- -
me;t corporation for investing in Eastern Kéntucky. MACED hqs been
» involved.in p{el}minary discussions abouc’£HE corporation with the

-

zation have yet emerged.

)
<

- “E“r

: | S
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ASsessment

. Assessment of MACEDJs enterpfise development activity is- perhaps

premature after onmy one year of operation, but progress during the

.

first year of operation of the loan fund has been impressive. The

10 initial loans (totaling $171 OOO) will have generated 50 new jobs

dur1ng the first yean of operasion, and they are expected to generate-

80 Gobs by the end of the third year. MACED is seeking an additional

$400, OOO to add to its origlnal $500 OOO loan fund and has set the

‘goal of investing in 10 more enterpriseskin the coming year.',On the .
basiséof'the first year's investments,'it seems clear that entre-

preneurs are‘available;.they'doh however, need considerable technical |

'.assistance'and increasedvaccess to investment funds which can serve

'\\A.

T

as leverage for -larger bank’ loans.
MACED was unsui

e of the probable effects of dwindling federal

resources on its programs.' Funding for staff appears secure, but- B

fund1ng for community development and housing projects sponsored by

)

. as prégram c0mponents "anything thé\ works" to promote econom1c

development should certainly help to minimize the negative effects

Yo

Staff itself is seen as Ehe key to successful local development

v e A NN g

. Y
efforts. MACED tr1es toﬁidentify staff members who have the capacity

for developing the trusting relationshlps with individuals which
| are necessary for the, effectiVe delivery of technical assistance.
N ‘o i P -

»

5,
o .,

it can provide the needed technical skLKls through training. This

e >

W'approach enables MAC&D to hire local people who are c0mmitted Lo the

Pl
| T St
o ’ . ’ 3 - .
N . o N s . .
f ke s o . X +
L] I . . o s i o

Pt

fthe agency will clearly suffer.- MACED's philosophy of . 1ncorporating .mv. :

’ Elf an indivfdual posscsses serong communication skills, MACED believes




L

.
. -

9

‘atea. MACED also pays salaties which are competitive for the area,

l patticularly for community development work.

o A second important factor affecting corporate success is the

~

*_-positioning of the organization in telatlonship to other local groups.'

. B
a

. MACED prov1des skills, but it is careful not to appear to be seeking -

"v_power within the community, pteferrxng to act in support of other

.:.,.~~-.~:

~7-':‘-"._comznunity deve10pment groups rather than unilaterally._

4 1
e P

-

‘ MACED,belleves that‘the~impetusvtowardfdevelopment must..come

.from:withinvthe area to be'developed, A multi dounty approach is

*

probably necessary to build" the influence needed to attract and tie

into outside resources. Still, an 85 county area seems a bit

w

Q“ambitious, especially in light of MACED's staff resources and the

*

natural geographic barriers within the area.‘ MACED has followed its

_basic philosophy successfully to. date by developing local staff talent

”.to.tap the»area s natural'and*human potential. MACED staff believe

.~ b

i

“_that low-income res1dents do noe beneflt fully from economic develop-"'

,"

'ment unless the residentsrare part of making it happen themselves.- :
B MACED is providing the skills, the. tools, and the financing that local |

5people need to sta«t businesses, build houses, and undertake a multi-

1

tude of other community development projecey. This broad approach

\ ' -,
+

‘creates vis:bility for the organlzation within the community and helps

w

: _develop_local confidence ‘that development.efforts can succeed. o

e

©m
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,.‘ R - 1. INTRODUCTION ‘- R T

Overview

"Vermont is a small, rural, and'relatiVely poor state.'_Its‘total=

population is 500,000, and it was only at the l980 Census that one area

]

had becomé densely enough populated to be considered a Standard Metro-
\politan StatisticaL Area. The pOpulation lives in some 257 cities and o )

4
towns; 240 of those have. fewer than 5, OOO people, and 57% of the state 5

. -

people live in those towns. of less than 5,000 population.

7

’ L While the largest metrbpolitan area, Burlington, has a rapidly
'”expanding economy (along with a few other cities), the more - rural

'areas tend tJ‘be economically depresbed. Thetmost depressed area fis

the Northeast Kingdom, three counties that border Canada and New R & . ,‘

‘ R Hampshire, where the unemployment rate is consistently two to three’ i

.

,% percentage points above the state average and. aderagei¥er capital income - \\\\ﬂ
";3ﬁ o L was $3 236 in l977 (compared to $3 963 statewide) ‘

.
Falling between the extremes of Burlington and the Northeast Kingdom,,

many areas of Vermont have experienced moderate economic-growth in the

, " past fifteen years. The machine “tool industry is healthy and growing,

~and tourism has continued to be one of the biggest industries in the

. 4
-

state, accounting,for'lSA of the grossfState*product;J 1t was partly
. . [ ) . .
because of the proliferation of ski resorts'and second-home communities-

by 4
y Ay

and thefeconomy 8 resultant dependence on low-paying, seasonal jobs

N

! v that ‘the current Governor vowed to bring more manufacturing jobs to the
A [} ‘

N\ - _"state. He has been successful in that effort' in the 19603 and early
'708, the service sector was the fastest growing employment category

-~ -




1in Vermont, but manufacturing,has now taken over that lead.

S

It was also in response to the’ rapid development of resorts and
second home communities that Vermont enacted strong environmental legis-

4lation in the 19705. This legislation, called ‘Act 250, required local

comnissions to review plans for all but the smallest developments - tesidential
industrial, orﬁcommercial.‘ Environmental protection hasteen‘supported
J _ , , - . , : , 4

"by ‘a coalition of native Vermonters and a large number of recent

inJmigrantsv(vacation homeowners, back-to-thehlanders, and workers who

’ were brought in by expanding industry) One person “described the supporters'
attitude: "Vermont is in many ways -a difficult place to live, with low

wages, long winters, and a high.cQSt of living,, Yet we live here by

'n

“choice. The crade-off is the natural beauty of ‘the state,»and we're .
determined to*preserve that beauty.V

’ .
The preservation theme emerges also when one looks at agriculture = .~ -

N

’ in Vermont. One hug:red years ago Vermont, along with most of New

England, was 80% fa land; today, the'state is 80% forested, and\evenfthe

prime agricultural land in the Connecticut RiVet Valley is not being

* farmed to its full potential. ‘The only agricultural activity of any

o »

magnitude is. dairy farming, which has survived only because of federal

i

price supports. In the past few years, though New England has begun to

" expericnce pressure to grow. more food locally, partly because of the

increased coSt of transportation.,‘The region has-also-experienced "

incressed pressure for better management and utilization of its forest

resources.  In Vermont these movements have caused clashes between
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. preservationists "and industrial development proponents," especially L

over»the'issue of building manufacturing plants on prime farmland.'
- .', The state pays lip service to the traditional description of its-economy

as resting on a three—legged stool - manufacturing, tourism, and
agriculture -- but today agriculture receives far less than a third

of the state's attention and resources.

Government Structure .-

At the state level, Vermont has several agencies that are concerned
- with economic developmeht. The Development ‘and Community Affairs Agency

includes an industrial development division and a travelAand tourism

division, and it also cdordinates a state-funded job training program.

The ‘Department of Employment and Training houses CETA and the Job

‘ Service, both of which try to coorfdinate with economic development

<
‘ >

efforts. The Agriculture Department, traditionallf,avregulatory agency,'
was recently expanded to include a development division chdrged with . C

diversifying Vermont's agriculture base.. Finally, the State Planning

Office is the agency that keeps the Governor informed on the condition of

-

the economy and prepares policy ‘documents and plans for him.’ The Planning

9

Office has been funded by federal grants (FmHA New England Regional .

‘ o Commission,'and Others), and at its peak had ten professional staff

members. Recently, with the loss of federal money, the staff was cut
¢
in half, and the office is pursuing a more limited role.

Industrial devclopment is assisted by the Vermont Industrial

- . 4

Development'Authorityv(VIDA), which offers, in addition to standard

. . 3 N
"mortgage guarantees and’industrial‘revenue'bond financing,zsubsidized

)

\\ i ", o O :“
. . i 1
1 b M ) . 7
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';”“ dlrect loans at 4% interest for up- to 404 of the cost of land, buildings,‘

.

and machinery for any manufacturing company building ‘or expanding in

Vermont. Since this inducement was made available in 1974, approximatelyu
100 companies have:takenfadvantage of it, and thetstate‘has appropriated

$9 million to fund the:program.’ . ( 'l “
e L > | , There’is also a network of local_developmont corporations and o .

f [y

industrial parks which helps encourage industrial development. At

‘least 30 towns have industrial parks (of -whiich about half were financed e

- -y

with help from EDA or FmHA). and 'the state helps LDCs market Space to

new and expanding industries. The state also funds staff positions in

-eight LDCs enabling the LDCs to package VIDA loans, recruit new industry,
] N . "

and help local industries expand more effectively.

PR )
1

Local government in Vermont is strictly town government. Counties

have virtually no political or administrative functions, and a network.

of regional planning commissions has evolved to fill that vacuum. - .

» - 3 . ' ] * s
4 ‘

These commissions act‘as a-bridge between state and_local government,

v S relayingbinformation‘on‘local neceds to state agenciesiothey also

) provide‘technical assistance to thedr member-townsbin matters such as
planning, zoning, and proposal preparation. The state‘appropriatef .
$ﬁ00,000‘annually for operation of the lZ-regional planning comnissions —- a
larger per capita appropriation than any other Sstate: |

; , State Rural Policy _ , .

Although Vermont has no formal state rural.policy, it does have a

’ s

well-déveloped economic “development policy; and since virtually the

" ' o - S 1‘8(; . . . : .
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i
)

entire state is rural, the latter policy serves alseo, in effect, as the
’ ‘ S . i oo i ’
former. ' o ' . o : '
. ~ & .

!

" The basic econoa%t_development-policy document was'developedbby the

State Planning Office in conjunction with other~state agencies,"and it

3

: underwent a lfngthy,citizen ‘review process before it was made final and

approved by the Governor in l979. The ‘policy was developed at least in

par; because the Governor wantqd a singlé8, tangible documeﬂczsetting out

thebstate s direction in economic development.v He antéd to be able to
hold’ state‘agencies accoontable for_following an agreed-upon set of
strategies,‘and the policy.has been used for that purpose acoording to
Planning Office officials, In fact, a year‘after the policy,was adopted,

the Planning Office polled)state,agencies to assess the status'ofmeach

‘strategy recommended in the policy, and it found that many" of the

strategies were indeed being implemented
The issues highlighted in the development policy are enyironmental

preservation; revitalization of town centers, and the ways in which -

economic development resources should be allocated within the state.

- l__,.‘ :

On the latter essue, the policy advocates maintaining the dispersed
settlement patterns of the state (i.e.y maintaining numerous, small
economic centers), giving attention to the varying needs of each

region, and concentrating state aid in places ‘where unemployment. is

worst and incomes are lowest. After a treatment of these core issues,

the policy document presents a lengthy compilation of strategies

which fall into eleven areas ranging from assisting manufacturing firms

to assisting agriculture, from job training to development of energy

2
- t

regources.

.4 f . -
The policy document, however, fails to set priorities among ;L

cconomic development goals. While the policy appears to give equal

! 187

i
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v

ﬁeight to developing manufacturing, tourism, and agriculture, ‘the ! .
. -ac : _ _
Gove}nor'clearly wanted top, priority placed on increasing manufacturing
- >1ndustry in Vermont. Because the policy does not deal with the inevita-

, » ble conflicts Hetween, for ekample,‘énvftonmentalists qn&adeVelopers,
, AR
it is not so useful to the state as it might.be in”gﬁiding'ﬁevelopmen},

o« ) : I
allocating resources, or justifying controversial .actions.
t P . B

~om

&z : The development‘of the policy does seem to have been a useful
exercise, however, because it forced each state agency to think about

how its activities influence economic development. The policy has also’

/ 4

‘been useful in forcing the state to catalog all its economic develop-
ment activkties; thus making it possible to track p;bgréss in each
activity. The 1979 policy document listed.more than 50 "program . -

directions” and even more recommendations for action, and in- 1980 the

1

! o Pfanning Office was able to éheck on the status of each one, .All of

J the staté‘brogréms disdussed below -~ Job Start, aid to RDCs, and
‘Act 250 ---are included fn the poiicy, but none was initiated és‘a
result of the policy. ;

* " Programs Studied

\ : a ' S
This report discusses four state and local programs embodying

o

different approaches to economic development. The programs are: ’ ‘

Y , *
Vermont Job Start -- alrevolving loan fund operated by the state
e . Economic Opportunity Office which lends money to low-income :

owner-operators of small businesses. _ . T ;

o State Support for RDCs -- gfants to regional development corpor-.
; ' © ations to enable them to hire staff, and technical support for RDCs. ’
\ : ‘ - : ‘
‘Act 250 -~ the state's program for guiding and controlling develop-
ment ., ' ” ’

! . i ) . .
. Northeastern Vermont Development Association -- a RDC and regional
planning comnission in the Northeast Kingdom that owns industrial
parks and manages revolving loan funds for business development.

!

Eo S




community action agencies. As part of the state's anti-poverty program,

N N ! ) : ’ . 92 . '

'

! i

Job Start and the RDC assistance program ?re,examined because

both a;é»suppor;ed by state éppropriations and because they represent

-

quite‘different approaches to economic development .~~ microbusiness

{

!
development vs. more traditional industrial development. Act 250

P

is touched on because of -its 1mpo>&§nce in the state's overall - _ - *

economic development picture and because of its unique administrative
. . / .

N

arrangements. Northeastern Vermont Development Association's experiences

B

shows what a local development corporation can achieve in a remote, -
. ] . ' .

. economically depressed fegion, Dté‘épproach is compared to that of

!

‘another successful orgahization operating in. the same region -- Northern

s

, Community Investment Cofporation, a federally funded community develop-

ment corporation that assists housing and finances business start-ups.

-t

11. RURAL DEVELOPMENT PROGRAMS AND INSTITUTIONS ~ ' !

o

Vermont Job Start ' o, !

N ’ /

-

"General Description
- | Job Start is a small business development prograﬁ operated by the
State Ecoﬁomic Opportdnity Office (S?OO) with,assistancé from locéi.
v i
Job Start's emphasis is on helping individualsrraise themselves out
of poverty, and it does thig by ﬁaking small, low;interest loans to

- &
low-income people to start or expand owner-operated businesses. The

goal is qd help people earn a decent income through self-employment

i

-and, where possible, to create new jobs in small businesses. A wide

range of businesses have been assisted, from agriculture-related ventures

t

(e;g., beekeeping, logging) to cottage industry manufacturing (clock-

making, quilts, furniture) to sServices (hairdressing, appliance repair)

x

and small retail businesses.

g9 .

/

i e

/
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The statéwtde JPb,Start.pfogram.orlgihapgd in 1977 with a state’ ol
. | ',’apptoprtattonlof $400,000 -; $367,5b0 to capigﬁlizé é revolving loan
fund, ;nd the remainder fof program administraiton. fhe designated . ‘
' Lot :
aninistering agency was the Staée,Econoﬁic Oppo;tun{gy Office, which = ’f 'pi
‘}* . operateé withir; the state's humfm services -agency and is fupded. both c :

by the state and by the'fedefal Community Services Administration. o ;
The pfograﬁvwas que%ed after a pilot pngram run by a community action
./ i , ﬁgency in chmont's Northeast Kingdom. Inspired by the success of that
regional program, a number of lbw-iﬁCOme advocacy groups and church «
. ” groupé.lobbied §uc¢éssfull§ffor a statewide Job Start program.
. - After the.1ﬁ1t181 appropration, the legislatu}e has acted twice
'%mpre on the Job Start program, first releasing $15,000 from the revolving

. , . 1,
fund to be used for administration, and then in 1980 appropriating an

-

ad¢1tionall$l25,000 for ﬁhe revolving loan fund. W}n.1981, additional
appropriations were requested and refused because of‘;he staﬁe?s

ﬁ tighteh{ng fiscal situation. (The year the program was ff{st funded:

Vermont had a substantial budget surpius -- a condition which has'ﬁot

! _ occﬁrred since.) Additional administrative funds have come fr;m New

England Regional Commission Brants and from 1ﬁterestzand delinquency

fees collected from borrowers. The total administrative budget has been

on the order of $25,000-$30,000 per year. All principal'payments,\which

currently average $90,000 a year, are returned to the revolving fund.

‘Because of the limited administrative budget, staffing for Job

secretary/bookkeeper. From the beginning, it was'hoped that the

program would become self-supporting quickly, with interest and .

|
|
|
Start has been képt to a minimum -~ a coordinator and a part-time '
|
|
\
|
|
|
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delinquency fees.supporting the staff. Consequently, certain limita-

tions have been imposed on the program. Job Start seeks borrowers who

-

have thevpotential for succeeding'in business without heavy ‘support or

echnical assistance, since staff realize they cannot spend much time

"

/

s

helping an individual borrower.#

/
o

A ! [ . . h ’
The coordinator who managed the program until recently was the

same person who ran the Northeast Kingdom's local predecéssor to the
statewide program, and he was extremely dedicated to the program's
success. As he describes it: "1 treated the money as if it were my

own; 1 traveled all over the state to make collections on delinquent

. accounts, and wouldn't leave a person alone until we had worked out a

' payment schedule." As a result, losses have been kept 'to between 5%

and 8%, which is low considering that all borrowers must have first.

1 *

Ss

been rejected by conventional credit sources.

-

' Another reason for the low loss rate, staff note, is that the:

i
>

loans are so small and payments 80 low that most borrowers can
somehow manage repayment, even if,business is not prospering. (The
maximum loan amount is $5,000, the maximum term is 5 years, and the
current rate is 8%%.) -
.Job-Start’doea not target its loans particularly to rural or
depressed areas, but because loans are dispersed fairly evenly
across the,state;‘a high proportion of'the loans are mad, in“rural
areas. One community action agency staff person remarked that micro-

business (their term for very small oWner-operated businesses) and

~ cottagt industry development ia an economic development approach

»
¢




»
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particularky well-suited to rural areas; since those areas offer few

r

other’ job opportunities, and self-employment 15 a way to avoid traveling

’b
30 or 40 miles to a factory job in town. Many bortower&-place a high

-value on' being self-employed; a typical borrower's goal is to earn

N

$200 a week and be his or her own boss.

Job Start lends its money to relatively h1§h-risk businessesz : .

all recipients are small businesses, gnd many owner-operators are
unsophisticated fn the Bdsiness-world;‘alljpégipienﬁa have been rejected )
/ ' by cgpvencional lenders, and all have ingomcs'hélBW'$12,000. *Job Start

'\v E . ¥

does not necessarilyiloak.for the ‘most profitable venture:pr the "best"

*

deals; rather, the program seems to lend to anyone who meets its low-

income guidgfinés and is a reasonable credit risk (on the basis of credit

~ references and the feasibility of the busine%:,plqn.) In its two
years of operation, Job Start has received appmximatel); 290 applica- .
. -
tions and has made 178 loans -- -‘a 60% approval rate. )

v Loans can be used both as working capital-and for purchase of
: P pi |

LW

. fixed assets, and for start-up of new businesses as well as for expan- f&'
. . B +

d sion of existing businesses. Examples of assistance to business
start-ups include: a loan to two .women to open -a beauty shop which now .
. . . N A

N ¢

employs three people; a loan to a music instructor to enable him to N
rent a Studio;'and a loap to a man on p;blic assistance to help set |
up .a mobile home repair ser;ice. ﬁoans for assisting existkng

businesses have included a loan to a blacksmith to enablé him to hire
\anvapprentice, a lﬁan to ‘a glaggworker to remodel ﬁer shop aﬁd‘ﬁlre

-an assistant, and a loan to a logging team to purchase equipment to

improve ehe efficiency and profitability of its operation. As ghese

»
>
P .
-




. : examples suggest, borrowers range . from native Vermonters from low-
income families (who most often seek to start businesses-like logging,
. T b_ . ., . -
auto repair, or beauty shops)'to neWcomers, often well.educated, who

-

moved to Vermont seeking an alternative life-style. ‘The latter are

responsible for a large number of- craft—oriented businesses that Job

" Start has assiiceﬂati glassblowers,’puppeteérs, quilt makers, hand-

' v
‘e

weavers, potters, etc. 4

Program Adminis;raton’
Although the State Economic Opportunity Office is ultimately

responsible for the program, loan applxcations are. revxewed by local

'boards)appointed by Vermont's five community action agencies. Prospec-

tive borrowers (most referred by community action;agencies,'some by

';.:. ‘  banks) send applications to the SE0O. The Job Start coordinator

reviews'applications, asks for~additionél information if needed (e.g.,

e

market1ng plans or cash flow projections, depending on the nature
of the business), and helps those ‘who qualify to develop‘: presentation
L . “for the local review board.

Each local review.board consists of’a banker, two business people,

and two low~income representatives. Job Start staff find the review

boards- quite helpful because of their expertise in loan review and

-

business planning. Also, board members often develop personal relation~

ships with borrowers and offer them business advice. 'Finally, the local

4

¢

_boards are helpful because they take some of the loan review burden

- off the sﬁall_state staff and ensure local support for the program.
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Unlike most small busine@s_deQelopmentbprogréms,;Job Start does not

offer much technical assistance to its borrowers. - The reason for this,

e

as noted above, is the small staff. SCORE volunteers have been helpful,

“especially in the cifies, and the Vermont Councii_on the Arts has helped

many.gf»Job Start\s craftspeople<w1th\marketing,vbut more assistance
could be used. Staff have had some success linking borrowers with each

other and with local board members for help, but, to make this system ., - .
i » .
t - i . -
more effective, Job Start would need a staff person to coordinate
volunteers. . ' . - R ’
R , . : :
Assessment

1]
-

In its first two yeérs of operation, Vermont Job Start made 178

'loahs totaling $425,000. All borrowers had anhual household incomes o »

of less than $12,000, and one-third fell within federal poverty guide-

lines. As 8f June 1980, Job Start loans had helped'crqatef9§ jobs and

-

ﬁad sustained an additional 11 .(these figures include both full-time ’ -
and part-time jobé).j The progra "has helped business owners. who could .
not otherwise have stérted,'malntained, or expanaedutheir;busines;gs, .
and it has,experien;ed a fairly low lbss rate of_bét;éen 5 and 8 pércgnt. '

In ;hevshoft run, Job Start's futu;e is fafrly”secure,Abut‘ItsA |
levél of act1§1ty'will deéline.withoht a new iﬁjection of capital.

Staff estimate ‘that the‘lognkfund would have to be capitalized at
$1 million (;wice its present level) “in order to make the program
completely sélf-sustainiﬁg. The chances.of this happening.a:e'slim.

Job Stariis application to the National Rural Development Loan Fund

was rejected, and it appears that the state's tighﬁ budget situation ‘

¢

will only worsen as federal cutbacks continue. in fact,'except for the

~ .

%




state’s budget surplus of 1977, Job Start probably would not have been

\ funded at, all. - . ' " o o .

3

Even if Job Start were funded at $1 million, it would have

J

difficulty becoming truly_self—sustaining'as it currently operatese

‘By lending’money at eight—and—one-halffpercent -—- below the inflation

rate -- and using all inteté:t and delinquency payments to fund administra—
tion, “the revolving fund's real value inevitably will decline over- the

yeérs."rhe program is already beginning to feel the effects qf this

problem - now that all of the initial capital has been disbursed

~/
Job Start is limited t» writing $90-000 a year in'new loans -- the
amount of principal repaid annually. L . : .
In analyzing Job Start: four program-design issues emerge: what

interest rate should the program charge,'how selective should it be in

choosing borrowers; how-high'should‘the:loan ceiling,be; and, should

the program offér technical assistance. Some observers have recommended
LN . ' : . |

that Job Start raise its interest rate to a level closer to the infla-

°

. o . . . N - ! .
tion rafe in order to.-maintain the real value of the fund. They argue

that the problem confronting small businesses is availability of capital,

not cost of capital, and.that any viable business can afford to payb

interest equal to the inflafion rate. ’ : ' : -

Job Start has-never been extremely selective'in choosing borrowers. -
In contrast to private investors, who are.always looking for a better
i . [ [ 7 ©
deal, Job.Start'lends to anyone who meets eligibility criteria and

appears to be a reasonable credit riske. fhis approach has benefits for

a_public program. Becausebthe"program is not advertised widely and 60

=

,percent of all applications are approved, community action agencies know

- that people they refer will have a good chance>of being fundcd. This

. . ‘ .

,»




: L ' ensures .CAAlv suPport‘for the program. Furthermore, ‘stafff ‘time isnot . :
wasted reviewing and'rejecting hundreds ofiappiications; and the |
program can make a large number of loans quickly., On the other hand,
if the program operated more like a traditional finance institution by
seeking businesses with the best likelihood of success, it might fund

more successful businesses and leverage more traditional financing.

R
]

;o To date, Job Start loans have leveragcd little ‘bank money, both

o because of the characteristics of the ventures Job Start funds and the.

N

size of its loans. Banks are reluctant to write business- loans for =
. amounts as small as'$5,000—$10;000, and Job Start loans‘in.the $2,500 ’

to $5,000 range do little to help leverage largervbank.loans, I1f Job Start.

N\

had a capital fund of $1 million, program staff would advocate raising
, - the loan limit to $10,000; with current funding of $500 000, however, T

they prefer keeping the loan ceiling low to spread the money among more

P

J
. _ ~ businesses. !

. C ot -

Finally, a technical assistance component would help the program,

although Job Start has done remarkably well without one. Job Start

)
K ‘,

staff and observers agree that if the program could afford to provide,
technical assistancéﬁ it ‘could help more of its recipient businesses

become more successful.
Y
L[]

Job Start's success contradicts much of the conventional wisdom

about small business assistance programs. The program makes small

- ’ loans to unsophisticated, high-risk businesses, and it offers virtually

J .

no6 technical assistance; yet it has achie&ed a low loss rate and has .

helped a significant number of businesses start up or expand. The
- / .

program's success is due in part to its staff -- Job Start's first ‘ .
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coordinator, who served until recently, is an extremely creative and

dedicated person who was not afraid to take risks and assuméd pérsonai

responsibility to make sure loans were repaid. The_program's success

_‘can’also’be attributed to the capability of low-income_entrepreneurs

in Vermont, many Cbut not all) of'ghom are well-educated 1n-migrants

‘.who may not be so prevalent among the rural populations of other states.

As_noted earlier, the small size of theiloans has also been a factor

" in achieving the low loss rate.. And finally, the program is considered

Lo -

a success'because,it started out with-realistic,expectations. In

contraSt to some programs that set high goals for business expansion

or job creation, Job Start hoped only to help low—income individuals

make a Iiving wage through seif—emploYment. ,It»does that.

"

General Description
Vermont has 35 local developmenb corporations (LDCs) ‘which were

created by groups of local businesspeople t0~enab1e their towns to

! [ ]
qualify for agssistance from the Vermont Industrial Development Authority

%
(VIDA) such as financing for industrial parks. Many also qualify as

LDCs under the Small Business Administration's 502 program, which enables
them to leverage SBA money to help finance new plants. 1In recent years,
groups of towms have joined together to form regional development

»

orporations (RDCs), which perform a function similar to a LDC's but .

[

na countywide scale. The LDC and RDC approach to economic de§elopment

cuses on industria1~development - attracting new industry to the
rea and helping existing industry expand. These ends are sought by

ng visits of representatives.of potential new businesses to the
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’Unt}l a few yearsvago, only the LDC in Burlington had full—time
staff. ;Spurred by the snccess ef‘thatibody, the state legislature
decided to appropriate funds for full-time staff positions in RDCs, = .
.and it allocated $20,000 annually'for each of the state's nine,Rbce.
Funds are chenneled through the state's economic development department.
In order to receive a grant, an RDC must raise at least 510;000 in
matching funds from its members, and it must hire at least one full-time
staff person. Most have hired an economfc develeper and a secretary.

. RDC staff carny out some industrial recruiting themselves, and
‘they work closely with the state's indusery hunters. Most of Vermont's
recent economic growth, however, has‘come‘frem expansionevof existing

~local indnstr;,>so RDC staff also keep abreast of local companies' plans
and help them finadce land, buildings, and equipment for expansion.
They do so b§ packaging VIDA and SBA loanss which, ;ogetner, can. lower
. - .

the cost of plant expansion substantially.

2 -

A typical RDC loan package might consist of fifty percent bank

" financing at market rates, forty percent VIDA financing at,6 four percent

interest, and 10 percent "RDC financing" (the RDC borrows this money ° .

v o

froQ:the client firm and lends it back at no interest or at a nominal

t
-

'fate); the overall 1nCereet rate is thus bell below the markei rate.

Rsz that are certified as SBA 503 corporations can reduce the cost

of borrowing even further, since 503 financingja; treaéury‘bili rates

can be substitutedbfor.the bank's portion-‘of Fheyloag~“ackage.\ (RDCe

generate part of their operating budgets through their loan packagin%
d’eetivities - they‘canvretain a fee for packaging 503 loans and VIDA

deals.) Using these several financfal méchaniems. one RDC last yeat

\‘helped five companies build plants in its county. The aided firms

AY

3
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' ‘ included two West German cémpani.es entering the United States. for the

' . . 4
first time, and a locally owned wood stove manufacturer that expanded o N

from 20 to 80 employees. '
. /
Ptogtam/daministratibn

¢

’ i

State aid to RDCs is a degéﬁtralized program. Money is allocated
to all RDCs that meet the eligibilig& criteria: Their boards must
re%lebt their member towns; they must obtain matcgtng‘fu;ds.from local’
go;etnment’or business; and they must agree to hire a full-time staff

person. Beyond that, the state sxerc}ses no control over staffing or
[

staff activities. It is thus clear that RDC staff work for their- : -

regional organizations, not for the state, and that situation forces

‘

them to be responsive tbvlocal needs. State officials are pleased Qith
the quality of staff hired by the RDCs through the program. Local RDC

‘ " staff, considered together, actually outnumber staff in the state economic

, .development office. This means, in effect,. that the state has chosen

" .
to disperse its resources to local organizations rather than retaining

them under central control. .

) The state's department of economic development holds monthly
Is ' "

meetings with RDC staff to exchange information and plan st;atégies.v

e State staff, however, claim no particular exbprtise and do not see ' \\J////»‘ <
. R : - W » ',
themselves as trainers for RDC staff; . rather, they try to facilitate

the flow of 1nformat16n.§hroughout the state. The state reserves a
pool of money from the RDC appropriation for training, and, on request

from individual RDC staff members, it pays their.way for training
" o :

seminars.

h v

N -

The state also helps by referring .new industrial prospects to

individual RDCs, though some RDCs complain that such referrals are not
made uniformly throughout the state. The' Burlington area tends to
" e : x

ERIC o 15q9°




‘ 103 : -

attract a good portibn of the new industry because it is a metropoiitan

are# with a university, airport, and other facilities; When a

prospective newcomer firm expresses’ an interest in Burlington, state

-

economic development staff rarely try to steer it to a more rural area. -

In general, relations between state economic development officials. \

4 )

and the RDCs are good.. RDCs work closely with VIDA in packaging loans,

and the state's development department helpé l1ink RDC staff together

»

tv prevent the isolation that might otherwise occur. One basis for -

smooth relations between RDCs and the state is undoubtedly the state’s

' l@illingness to giyg‘thé local groups autohomy in hiring staff and

conducting activities. An important questdon about this mode of

*

operahton‘ however, goes to whether the RDCs ‘might bénefit from more

e ! -

guidance and techrical assistance from the state.

» i »
S

Assessment
" RDC staffs have been effective in péihgging loans for expanding

! 1
industries and, to a lesser extent, in recruiting new industry to théir

—

P s )
areas. Additionally, several RDCs have initiated other development-

. related programs such as regional transportation systems. ' 4w

»

¢ . }
In the past year, two RDCs have been designated Certified

.

'DeQelopment Companies under the SBA 503 program, and others hope to
be so designated soon. 'As noted above, that designation gives RDCs

access to capital for long-term loans at manageable interest rates.
: J

- e,
The 503 program's requirement that local development organizations have

!
full-time staff makes Vermont's RDC assistance program particularly

meaningful. Without state assiétance, few LDCs or RDCs would have ful'l-

¢

A time staff and hence few would qualify to become 503 corporations.
» L . } R ”e ™ - . \
" ,t . ' ' ‘ . . k R '
. )
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.~Pund1n§ for the RDC program apbeafs\Secure. The legislatd{re

appropriated $190,000 this year and has' guaranteed that level &f'fundihg

o

for the mext five years. The program appears to be popular because
v . i

it costs relatively little, serves the entire state, and has @ﬁé backing

L [

oflinflueﬁtial local buéinesspeople and developers.
One reason the program is manageabie in Vermont is, of course,
the size of the state. Vermont can be blanketed by making grants to

& relatively small ndmbe:

of RDCs (nine), each of which in turn serves

‘

a relatively small geographical area and population. The‘p;pgram's

~

‘effectiveness 1; further enhanced by VIDA's financing resources and
by the state's determination to 1ncré§§é”manufact6}ing industry.

In the 9gﬁfwfe#4years, more gtpteq may begin contemplating grogfams
‘i;ke this to enable localifies to take advantagérbf gBA's 503 program.

_1f they do, ihey can learn much from Vermont's’experience. First, local

- 7
- 7

_ autonomy seems~d¥ucial to the program's success. Without lpcal cqntrol,

i

RDC staff would not have a clear loyalty to the RDC, and local
government§ would not neces;arily have a commitment to the prograﬁ.

? Backup support from the state is equally crucial in the form of training,

mechanisms for exchange of information and ideas, and a solid state

finance ag;ncy that Can work with locél staff. Finally, hiring the

-giéht staff is critical, since, in most cases, theﬂﬁyill work alone.

Act 250

General Description

- .

‘Act 250 is Vermont's basic law regulatin 'development. It is a,

singularly broad law; it covers all commercial and industrial

developments of more than one acre, housing developments of more than
. , ~
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lo‘units, road construction, and all cohs;fuc;gon on sites situated
hbqvé an elevation of 2500 feet. fhe.law assesses developméné‘proposals
on the basis of ten criteria, including: impa;t';n watér supply;
potential fqr causing pollution ;r highway congestion; fis;al impact

on municipé}ities; impact on forests,Aagricultural land, and energy
cpnéervations'and conformance with local or regional devélopmgnt ﬁlans.

H

The law was enacted in 1970 in response, to the construction of

’

" large-scale ski resort developménts in southern Vcrmont,’wﬁich were
seeq_as?environménéally unsQund in the most basic sep;e ~- they caused ;
‘erosion of pills{des and polluted the water supply. Stncg then, the
original legislation has been expanded, a;d its implications have been .
widened throqgh an accumulation of case law. Two recent conzrove;sial
cases, both in the Bur1£;gton area, show just how far Act 250 has been
extended. .In the first case, the Pyramid Company was refused a pergit

to build a shopping mall on thc,oufsk{rts of Burlington because the
coﬁstructton mighﬁ have ﬁurc the city's central business dist;ict.

Iﬁthc sgéonq, é microeleétronics'company was restrictea in the selecflon
of a site for its new plantsin order to preserve 40 adfgs of prime
fa:ﬁlaﬁd: M . s ill -

Act 250 is ad@iﬁistered by an 1n?érest1ng combination of state
and lacal entities. Ni;; 3;member’district’commissgpns,.appointed by
the Governor, rule on all pérmif requests. Their decisions»m;§ be
appealed to the state-le}el‘Environmenc;l Bdard,‘whiéH is also fppointed
by th; Governor. Each dist}ict commissi;n ha§,one staff pers;h; and
algﬁough the districtycommissiong are indcpcndent‘of one ano;hér,‘their

staffs all report to a single official -~ the staff director for the

state Environmental Board. All of the commissions' staff pecople are

2

262
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' . . A

administrators, not technicians' for technical support, the system relies

on a number of state agencies. An attormey at the state envirgnmental
. \ .
agency chairs a committee of state agency staff and coordinates their

work rélated to Act 250. The state committee oftenlfiléh briefs or .

-

appears at Act 250 hearings. And in recent years, the:Development
, Cabinet (whith consists of several department-level secretaties) has

become involved in Act 250 cases o r significance.

=
.

All activity under’Act 250 is funded by the state, exqepf for the

involvement of ldécal planning boérds, town selectmen, and regional

planning commissions, w are statupbry entities and can file briefs

in Act 250 proceedings. Despite continuing controversyvover the Act,
-

. the state has continued to appropriate funds for its enforcement.
Program Administration
As. a state program which reéulates local land.use, Act 250 has .

the pptenttal of creating conflicts betwéen state and local government,
. . . |
Such conflfcts, however, have in large part been avoided, partly because

of the aay the program is' structured administratively. District
commission QObprs are appointéd by the Governor, and to date the
Governors have kept these appointments apolitical and well-balanced —-

a’strong environmentalist, for instance, will be balanced by an advocate

~
.

for development. In addition, the local commissions reflect the
\dii(erences ‘among regions within the state -- a proposal that would

be easfly approved in Burlington might well be rejected in a rural: nreé

on the grohnds that it was too large for the area. District commissions

cap exercise quite a bit of discretiop, since the basic legislation

114
1‘.. o,

contains few details and since there are no attendant regulations;

> s

consequently, most commission decisions are governed by precedents

¢ " -

established_through.case law. ’
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fhe autonomy and'discretiqn'of the district commissions {is

¥

. balanced by the district scaff, who are more closely tied to the state.

iLé is tﬁg staff member ;ho actually drgftg'tﬁe permits which détail
; . C

what qheIQeveloper %Fﬁrgnd cannot dp,hahd.the state~level supervisor

of ali thF %oniséigés' staff members tries to maintétn a degree of

unif-on_niﬁy ;cross 'tﬁg state. A "

In the absence of good interagency éoordination, the Act 250
Y - .

process would never work. The attorney at the state environmental agency

. who coordinates state-level work holds weekly meécings with his "Act

250 club" to review permit applications and to determine which cases

the state needs'to involve itself in. Then Qta(f at the affected state
depart?ent - transportgtton; agrtculturg, énergy, air and water
QQallﬂy'-- res;arcg {he‘develpéﬁent proposals and prepare pregbntations
for district hearings. |
+ Assessment

Act 250 clearly has not servea'as a brake to devélopmenc in Vermont:
over thé pastllo years, fewer than 3% of th; 3;591 éerﬁit éppiicﬁtions
,havé«been denied. The Act has, however.‘affected the gubfitz‘of dgvelog-
ment. Projects are granted permits qnly after inclusion of»conditions'
that .ensure they wiil be environmentally sound.tn degign. ‘.

The Act has also affected the specific locapiék of various
deVelopments. Because Vermo;t has only a limited amount of good farm-
“land, p}oﬁécting it from industrial, commercial, and hdusiﬁg develop-
ment has becoﬁe an 1;portant‘issue. phrticularl&'since the areas that
are growing fastest happen to be'the areas with some of the best
farmiand._ Furthcrﬁore,‘mnny company excéuqivea are attracted to Vefﬁénc

¥

‘in the first place because of its beauty, and some see no inconsistency

. ‘-) G y . v

,}@
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The Azt 250 permit ptocess counteracts that tendency by giving,incoming

37

umm
]

Y

3
Ve
-:3
(2]
[

3
r
(o
<

S

ranted umbtella

s .
~,,,,~m’

I

q .
-ughus making ite simpler and ch?aper forW"
- T S R K

"3’f"f'"#' AU S e ;=._'ff]»

o

”riticismﬂiatelyﬁgfromfthefjr

: ‘h ST . "". L PR Y

Although Act 250 ha!fcome under some

”_,state s secretary‘for development among others), most obsetvers do not -

d{believe the Act is. 1n danger of repeal.r The Act has beqomg'well-

i f"

ment process in Vermont. : "‘,;,~_=g=f‘j.1g

Much has been written about Act 250* and much of what has been

‘ @

written would be of interest to other states interested‘in initiattng a’ -

similar process for,managing development.; What is particularly worth

\

noting here is_ that the state s rple 1n guiding development can be as

‘;important as 1ts role in encouraging development.f Many Vermonters
. 1 . N “ e . v,
_beii\}% that Act 250 has'actualky contributed to economic gtowth by
PENEE ca 5 -

protecting the very qualities that make Vermont attractive to investors

- . ‘».

qand employers. The potential for the development of a bureaucratic

establishment acting_to scare a%ay potEntial industry - feared by sonie

. e I ”

early on —- has simply not been realized . e .
' v . R . o j S - . .. . _ . R , . o e “ | , >
X .Northeastern Vermo;tubevelopment\AsSociation’g “ g.'ﬁ R
N Ca ' v R . R o o R .
e f.w . e General‘Descriptionv' o R
’ . , e N o ! PEER N v - Ho
o w“*&fﬁvljrf?u: NVD& is a 30-year-old regional development corporation and

planning commission covering the three counties that comprise Vermont s

!
'

» . . - e e me e em  am == C .

N

*The state Environmental Board hgs prepared a bibliography of Sl articles

dealing with the Act.~ : . I
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_jlett lﬂ;f'.' AEQILheast Kingdom. .This.isjche'poorest’and mose*fdr51»tég16h of - ', d.d‘-i,M "ﬂ

R

. ? Vermont -—-the largest town has*a populatlon of 7 946 and-onlyvthree,othér
:‘ ". ,_,' B - . '*'_‘A\ g, . - )
R ”‘ﬁf; towns have more than 3 000 people. NVDA ig concerned w1th econom1c develop- i

i
. .
#F

_ ment in the broadest sense --7development of housing, transportation,

. L and hospitals, as well as industrial parks. As-a-regional'planning'
VI o . .. e . . I8
B : comm%351on, it helps member townsrw1th planning, zoning, and proposal

o\
;

: writing,:as a RDC it operates ‘two. industrial parks, administers ar

: A
- p

rebolving loan fund and carr1es out 1ndustrial recruitment. _ .

)
.. . t N u e
v Yoo,

S NVDA's director deScribes the organizacion s economic development L

SRR strategy as s1milar to "the old EDA strategy,' since-it concentrates«on]

PR

; S o .
the establishment of growth centens and secondary growth centers w1thin

‘.l'“the region._ The approach is targeted closely on industrial develop—~

N E M . [

) ment kel building 1ndustr1al parks, help1ng firms obta1n financing to

IS

build plants - and .dver’the'years, NVDA has received considerabIe'EDA'

LY

, S v - S
o pretation of economi development 1s.also evygeht in its requirement‘

s
N "

minimum wage.;\In addition ‘to, industrial development and human services

¢
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L NVDA is” governed by a board of approximately 100 members including

o two representatives from each town in the region (appointed by the town

-

"selectmen), every 'state legislator from the region, ‘and representatives

vof several citizen groups and a college. The broad base gives the NVDA .-
" board.a degree of political influence‘with the Governor and within the

QNortheast Kingdom. The organization s staff, however, is small —— a

y

director, assistant, community development Specialist, industrial

a

v

development spec1alist, and a secretary -~ and is funded by the state’ s

“grant program to RDCs.
Approximately two-thirds of NVDA's Operating budget comes from the
state under grant programs for RDCs, regional planning commiss1ons: and
' other local agencles. One 51xth of its funding is local, and one- sixth
federal. Through its ties with an EDA economic development district,
| NVDA has access to a $500 000 revolving loan fund; ,and it recently
5established its own revolv1ng loan fund through'é/::ecial CDBG grant. -
vrAs a RDC NVDA also has access to VIDA financing for industrial parks
v,fand plant expansiony.' Over the years, the Association has also used a
.HUD and other federal monies for housing development projects. ' >
"While 'NVDA has contributed to many aspects of community develop-
ment in the'Northeast Kingdom, the organization prides itself particularly
.vqn‘ité iﬁdustrial development activities. Itlowns two‘industrial parks,
.':financdd'with help from VIbA. iwo LDCs. in the region-have industrial
palks as well, and_NVDA helps market all four parks. The AssoCiation's
.first priority 1§'t5 work with locally based firms that are expanding
bdt in the past year NVDA has’ also begun doing industrial recruiting

itself. It was able to take on this new func;ion when it hired a full-

'time industrial developer through the state s RDC assistance program.




T TS

. . » . . . ) . . . :
it . 9 . . o i

_%fhrough the'joint efforts of thevindustrial_developer and the

director (who has been dith NVDA for over 10 years), NVﬁA kééps_tabs”'

..

4 .
o s on local industries' expansion plans and offers assistance in loan . :
. : , . s :

packaging, locacing industrial space, and solving environmental

problems. NVDA's dual status as regional plaqning commission and regional
B v ll

-

deVelopment corporation permits it to stay aware of economic develop-
.

ment activity inthe region and enables it to get involvedtin'all.

/7

'phases of developmént, from helping‘a town write a proposal for extending '

its water system to helping a firm obtain- financing for expansion. ‘ <

’NVDA's director describes the. Northeast Kingdom as a capital

shortage area; most local banks are'branches of Burlington banks, and money
L ‘
tends to be. exported from the region and 1nvested in Burlingten. The four © ’

"
2

lacally, based banks are small and have conservative lending policies.

J ' NVDA has helped . small firms work around the banks by borrowing money

securedgby its own ‘assets (two industrial parks and residential property)

3

ﬂndplending it to companies that the local banks»hadﬁturned downp.
NVDA's revolving‘loan funds also help firms that have trouble

7 obtaining bank financing .NVDA's firse revolving loan fund was a
‘; ™~ - , )

$500 000 EDA fund earmarked for the Northeast Kingdom in l980. “In i
one: year, $300,000 .has been lent in\amounts between $20,000 and

$lOO 000. Most of the money has gone to local firms that were expanding,
. / . . .
including several small mac¢hine tool companies whose growth has been

fed/by the booming electronics induskry in Burlington. Most loans

S

“have been for fixed assets, but some have been for working capital.

) ‘. Aitypical loan package includes twenty percent financing from the

1]

revolving loan fund, forty‘.percent from VIDA, and forty percent bank . ‘

financihg; NVDA's -director believes that the tevolving fund has lever-

ot . 4 ) . ) )
Q aged bankhloans(that would not otherwise have been available to those
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buzlnesses. The fund has also reduced the'cost of'capital, since'it

gs in siXty percent of the 'loan amount (VIDA's share plus. the

b revolving ‘fund's share) at less than the market rate.:g‘

.

NVDA's new revolving loan fund.will lower the cost of financing

even further. This year, NVDA obtained’ $lOO 000 in CDBG funds (through

. a Special grant to the stgie of Vermont) to lend in conjunction with its

newly designated Certified Development Company under SBA section §03.

NVDA plans to use this ‘fund for deals that cannot attract bank participa—

A3

tion; a typical package might include ten percent revolving fund financing,

fortyﬁﬁﬁrcent 'VIDA financing, and fifty percent financing through the

i

Certified Development Company. | o \\\4 _“k b ;

k Relationship witH the Statev -

& 1

" NVDA described its relationship with state agencies as varying

from smooth ‘to rocky, as pérhapsubefits a regional advocacy group-

NVDA'frequently urges the state to target mdre assistance to the North-

east Kingdom and other poverty pookets by directing more industrial

~ prospects to those areas or by limiting VIDA's four-percent financing to

e -

depressed areas. While the Association has been frustrated in these

efforts, it has had more success in other areas. Its $100,000
r ) .

'CDBG revolving loan fund, for example, was obtained through a combina-

\

tion of NVDA's {nitiatives and political influence. NVDA learned of the

availability of discretionary CDBG money and asked the state to file an

. .

application in its behalf. The state was somewhat reluctant to do this
without giving other regions a chance,to”apply for the funds, but

ic. ~did so anyway. A regional organization with less political clout .

ould not have been-able to obtain the CDBG money 'so readily{

AsseSSment

In its 30 years of operation, NVDA has been a catalyst for many

- . -

kinds of development in the Northeast Kingdom, from housing to human

209




. development to take place by building industrial parks, packaging loans,

.and the like. ' | -

: 7113

4

service programs’ to industrial development. While other organizations

in the région have'perfo}medlsiﬁilar'fUnctions.over the yeafs,“NVDA's role
as both a RDC and a .regional planniqg.édmmigsion ﬁas gi?en it special
status. ig has been ;loéelyftied to iécal‘governmqétég hélping tgem witﬁ
éoning; planning wafer and sewer systém;, énd low-‘and:moderate-incgmé'

housing. At the same time, it has developed strong relatfonships with
¢ . .

local industry, ptéViding loan packaging; financial, and technical .

~assistance for expansion. In a’region where local governments are quite

small énd.have limited capééity'to foster eébnom1c developmeht, NVDA

b *

"has filled a gap in the planning and initiation of ‘development prpjécts.

N

As a quasi-bﬁblic Organization,yit has accomplished more than either a

.goyérnmentél body or a typical local development.corporation could have

7
o

done, helbing governments pfan for development and then helping that ‘ . L

)

/ ‘I. 2

“NVDA will clearly be affectgdlby federal cuts in EDA, HUD, and FmHA

programs. While it has not relied on federal programs for its own
©

-operating budget, many of its commhnity development pfojects and its -

s N [

revolving loan funds wquld not havg’been possible without federal
funding. The d;rector points out, ﬁowe§e?3,that a substantial industrial
infrastructure has been put in place in the Nor%heast Kingdom during the
é7.05, and federal developmeﬁt funds are less eésential than they were

10 years ago. Between yIDA's industrial financing and state assistancg

for operatigﬁ expenses, NVDA's future.as a regional economic development

;o

force looks relatively secure.
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o . :
There is another development organization ,in the Northeast Kingdom

‘that merits mention along with NVDA: the Northern Community Investment

Corporation (NOGIC), a private nonprofit CDC funded for the past six years

~ by the federal Community Serviées‘Administratioﬁ. It serves three counties

in northern’'New Hampshire in addition to Vermont's Northeast Kingdom. Né&CA

grew out of local community action programs ih the two stageé, and it is
-‘ﬂ . . . . ‘ ) B
tied less closely to‘che political structure than NVDA; it does, however,

.

have a straong local ba§eﬁof'suppor;:'ﬁith"beO inembers ranging from

)
-

. .
low-income citizens to business proprietors.

+ N
- . 14 L4
b

NCIC's federal funding for both administration and business invest~

- ’

ment has enabled it to offer direct financing to a wide range of businesses.

It has three business development programs, designed to meet three needs

of the regipn ~- the needs for venture capital, developmental debt capital,

)

-

-and loan guarantees for small businesses. In addition, the organization

develops and Tan&ges low- and ﬁoda;pte-incqme housing;

| In its venture éapital.ﬁrograh, N C‘offers equity end sgb;rdinated
debt to new and g*panding'busiﬁesses. Récipients have inclﬁded a'papéq
mili..a shoé‘mﬁnufacturer, a metalurgical company, énd a printing
company, all in néw"Hampshtré. Between 1976 and 1980, NCIC investedk
$2.7 million in 1;cal businesses and leyeragéd over $10 million in Bénk
and private financing. | |

NCIC's second business development program is a $1.5 miltion’

revolving loan fund established'a year ago with funds from the National

!
'

Rural Development Loan_FuhdZ This mbney has been used so far for .

[

moderate-sized loans ($50,000-$250,000), which in most cases have leveragea

an equal,amount»of'bahk-money. The ‘fund has helped finance construction




| 115 .-
' - . . ' ) ﬁ

of a supermarket and provided working capital for-an electri¢al 'contractor,' '
: . ‘ /i', > " “
elps smaller ,

)
businesses byMguafanteeing up to 50% (or up to $20 000) of bank loans.

a printing company, and a skiwear manufacturer. .

. Y

" The thfrd program, a revolving loan guarantee fund,

Among the businesses helped by the guarantees have begn retail stores,
N .

" a small manufacturer -of reflective apparel for joggers, and an auto

repair shop. Most of thg loans guaranteed were for business expansion.

NVDA andINCIC have taken different directions as development’

_,organizations,{partly:because of the different types of funding available

~

to them. With access to in%estment capital through the CSA Title VII

£
£

program, NCIC was able to pinpoint capital gaps.in. the region and

ooN

design its assistance §€COrdingly, NVDA, -lacking access to such ’
flexible money but thfng;close ties to local governnent, has concentrated

‘ - w , . L
on infrastructure dévelopment and on helping firms obtain VIDA financing

~ oy,

for eXpaﬁsion. Through'its equity financing, NCIC Za?/BeTn able to help
business'start ups and ogher high risk ventures tha would ot'qualify

v

for VIDA financing; through its revo \

funds, it has assisted retail and service businesses that would.also
) A A . .
have . bqen ineligible for VIDA assisbgnée. ' v

[ 4

fig loap and loanzguarantee

In an isolated, underdeveloped region like the Northeast Kingdom, ' RN

-

there is a needmfor.organizatlons like both@NCIC and NVDA. Local 5v?
governments\needdhelp in planning‘anf developingjinduaarial\inira-ﬁ

structure, housiné‘and transportétion services, aﬁd ogher components of‘
economic: development, and bgsinesses need sources’ of £inancing to suppLe-_
ment what is available in,the’private ;arket.

4

A financial assistance

organizatibn like NC{E, though is difficulL to devclop It requires

"b X v

s * R i s -
L oee .
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staff with sophisticated business skills and a pool of investment
capital that is hard to come by,'especially.with the demise of the CSA
Title VII program. A more poiitical.organization like NVDA is also hard

to- develop, though for a different set of reasons. It takes years of

work Pnd a good sense of politics to build credibility and gain the trust

and support of local govérnments and the business community in a three-

=

county region. And while NVDA has relied more on "staté than on federal
N N .

funds for its operation, its industrial parks probably could not have
been constructed without federal assistance. That sort of federal

money, of course, is no longer avatlable.

i

The public-private nature of both organizations s essential to

their functions. They could not operate without public funding, and (::i

£

their purpose is a public one -~ to develop the local economy, create

PO
%

jobs, and improve the local quality of life. Yet close Cooperation wich i

4

the private sector 1s necessary to achieve those goals. 1In an economically
depressed area likﬁ the Northeast Kingdom, private business needs all the

help it can get from organizations like NVDA and NCIC in financing, loan

1

packaging, and infrastructure'development.

.
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- Overview

I~

1. INTRODUCTION

With over five million residents, North Carolina is thé 11th most

’

populous of the states. Its residence patterns are predominantly rural --

in 1970 less than half of the population: lived in urban areas (cities or

. A

towns of more than 2,500). And even its urban population is widely

dispersed, with many cities in the, 30,000 to 100,000 population range,

a

and only one ‘as large as 300,000. While all areas of the state are
- :
showing growth at present, the smaller cities and towns are experiencing

the fastest rate of growth.

BTSN

¥ .
North Carqlina‘s economy has been marked historically by relatively

PR

low-wage jobs in the furmiture, apparel, and textile industries. Its
i ’ '

Iindustrial production workers receive the lowest average hourly wages in

r

the nation, and it is also the nation's least unionized state. North
Carolina has a larger percentage of its industria)l work gbrce;employeﬂ,

in manufacturingmthnn;any other state, but it also has a strong

'faim populationvand eleventh in farm sales.
N 4

agricultural base. North Carolina ranks among the top states in rural

I3

L 4 ' , .
The state stretches 600 miles from -the Appblaéhién Mountains

eastward;to the Atlantic Ocean. It has threec major regions —- the-

, Mountains, the Piedmont, and the Coastal Plains -- each with its distinct

——

chnracteristics; The Piedmont, in the center of the state, is the most
industrialized area, the most urbanized, and boasts the highest per

capita income. The western Mountains and.the eastern Coastal Plains: /
have experienced growth in recent years -—- both industrial ‘expansion
. L

)
4

§
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and population growth due to in-migration of retirees'andbvacation
homeowners —- but their per capita incomes still iag considerably

below that of the Piequbt. ) . . | '

E

North-Carolina,had a 19761per\c#pita income of $7,359, placihg'it .

39th among the states.’ The state's manufacturing and overall employment

v
.~

bases have expanded in recent'years,‘and employment and income have been

) R

~growing in both yrban and rural areas. Higher-wage jobs, however,

remain concentrated in the urbanized Piedmont region. Much of.the rise

i

in per capita income in rural areas is attributed to an increase in
> labor force’ participation, especially among women, and to a shift of
low—wage‘égr}cultural labor~1ntq manufacturing jobé. These trends,

by

however, seem to have peaked, and future“income‘gafns{in rural North

[

. : Carolina will depend largely on the devclopment of higher-wage joﬁs. ,

Economic dévelopmcnt in North Carolina is generally equated wigh

»

Winﬂugtf}al development, and the state {s recognized nationally:for

.

its success in'induétrial recruitment. All levels of gqvernmenc'ére .
involved in this effort. The state Department of éo@merce spearheads
the industrial recruitment drive, with support from the many cities’

. . ’ N '
‘and;Coﬁhfies that employ ‘local industrial dgvelopefs. The Department
encourages communities to identify appropriate types'of industries ‘ - 9
and to develop‘local marketing strategies; communities.tha;.mcct’these

and other industrial recruitmgnt criteria are designated."Communities

of Excellence'”,. and are given'special_greference in the»stété's recruit~
meﬁ;“effOFts.,,The Department of Commerce employs industrial field

represcntatives;'wdrkihg from seven regional offices, to help match

N

O . - 217

L
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e

o industrial prospects to specific communities. and it holds workshdps N

_busineSses; export marketing; labor'force.data' identification of

. for the CETA program and {t ptovides technical assistance to communities
for infrastructure development and community economic development Lhrough
- one of the most extensive systems in the country,;

_pressure to meet the industrial lraining needs of . the future. One

120 .'.' A ) -. '_\,

., ¥

—;o train economic development teams from small toWns and rural areas.-

‘f" The Department of Commerce is- also involved in a number of other_ L

u,economié development activities. assistance to incoming and expanding

..
S

financing for business and industrial development' technical assistance

to. minority businesses, and buyer-supplier conferences. The Depart-i'

‘ment operates a center to assist. industry in adoptdng new technology,
1

developing new products, and imptoving manufacturing processem, and it.

administers a reVolving loan fund to‘help supply more shell buildings

for leasing by incoming businesses..

to ' g,
R :

¢
, The state Department of Natural Resources and Community DevelOpment

.~.»,,

ONRCD) and the Department of Communfty Colleges (DCC) are also involved

in_ statewide economic developmerit. NRCD is the balance- of state operator

the CDBG and UDAG programs. North Carolina s(odﬁ’%!ity colleLe system. T ]

under increaSing‘

-~

response has been the New and Dxpanding lndustries Program, under which

DCC designs ‘training programs to meet the Specific cmployment netds

-

of new companies. e

v

Finally, the state is divided into cighteen multicounty planning

regions served by, Lead chional Organizations (LROs) LROs offer . - .
N Il

assistance to local governments in a range of areas ~- human services,

{nfrastructure building, community develonment -~ and several offer

.

~




R assistance in economic development planning and business development.
o L n . .

Two years ago,dfor example, a LRO- received ‘an EDA grentftotcreate;a

’ . B _ o Lo L . —

_revolvingr loanivfund% for“;business development. , Several"counties
3 have' formed’ authoritiés “to issue induStriaI revenue bonds, aﬁb lnany

e : . 'towns and counties have created local development coxporations.‘ s

State Rural Policy LT : PR T o

. ,F B ' North Carolina s leaders have long espoused policies supporting : ;” ~-,',

,economic development through d1versification of industry and increasing

. . . » K i
A » a

employment opportunities in rural areas. The state?s current Governor,

_James Hunt, has adopted these means as part of his overall policy for
- LY . . . kM

. creating more and better Jobs in North Carolina in order to increase_ AT

- wo ’ .
f

- ,per capita income.; Duriﬂg 1ts first term, his administration develgped

,. . .

. e the Balanced Growth Policy,,which seeks to coordinate public and private_ Co

o " -
- ® [

e e investments throughout the state toward thevgoal of providing higher-
- - } B ° 1.|

wage jobs where people live., The G rnor 2 tempted to put the Balanced

2 - ’ Ca
Growth Policy into place through such 1nit1athes as the Farmers Home 1" M
Administration'Agreement,:which tried to target'FmHA FE§QUICESutO ‘small

- . . . B
. . . L 2z

. _ ..towns.and rural areas according to the tenets of the Policy. 'A federal- -~ .
R - - . . o « R . E . } e 5 )
. . T o . . @ . . -1 .. o . - \v"ﬂq o . ! -

S . - state—Iocal.Rural DevelOpment.Goordinating!Committee‘waS'setfup Lo over-

-.see implementation of the Agreement.a The committee formulated a ”Small

’ ‘ - . -
- s

\ :
Cities and Rural Areas Development Strategy" which dealt with develop— ST

has - © ment issues'related to agriculFuréé bQSi?eSS)h“d iﬁdUStrY: hdﬁsingz, oL '
o e o § L . R A Lo S
<, and community facilities. 4 oy ' o 3 : \ -

. L v > . Nt
t- . .

S o The Balanced Growth Policy, as such has received little attention a-” ,; .
br ' -t - ’ ! e o \ 3 ‘,’ Q. / ' @ ¥ : 2
d0ring GoVerhor-Eunt's»Second;term. While the commitment tbl"more'and'.

<> TN - RE . Ly ® S - . B 4 o ' : .

. =, better jobs" cbn;inues.and an ‘extensive industrial .recruitment effort is

- B n s . . s

- L - " PO . o R . ) . [ k)
Prire o e S : PR S o S ‘ .o . . )

B N - o B . .. . . e
. L 2 . . 9.
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o R .,‘a ﬁew Commission on the Future of North Carolina, charged with planning
R R T T - S Sy
I R M deVelopment in the state to the year 2000. The Commission will address .
‘_such issues'as "people in transition, basic human needs, the economy, o 5..%N,“

,resource constraints and environment, food and\fiber,vimpaCt of techno—. e

'logy, transportation, and citizens/gbvernment. It 1s too eatly to

-

-U,tell 1f the new’ Commission s polic1es will continue the rural focus or.

8- -

»,h&1»~ the emphasis on. dispersion of growth that figured in the earlier S SN

' '?e{f‘”,policies. : '_"f“' o *‘y_ L ‘mﬁla‘. Y

.o

Although MDC has monitored a wide range of rural deyelopment

5
.

programs in North Carolina,over the past two¢years, this report covers

’ 4 . ; : -

VA o . 17' r“" ' 5 .

onlyxthose projects wh1ch are most directly related to. economic develop-.

’

s . ] ,

. ' * o ,ment. (Readers seeking information on other Rural Employment Laboratory . "

e

'zvig:,lljfj'projects are referred to The North Carollna Rural Employment Labora—

;} <,T_tor§ F1rst Yeat Final RepOrt [May l980], and to interim reports [November

‘lQBQ-andrMay l981] entitled Eac1litator s Role in Collaborative Rural _;' N3
{iif,f’bevelopmentsl‘The North‘Carolina Rural EmploymentrLaboratory.) The )
1 v.v.‘ 'A - - N H "’v‘j\.( . N
effOrts treate nclude two’ ‘economic development projccts and a regional

. i
s oy Hf . R

policy development organization.

. i 'a' .b‘_ The first project is the Wanchese Harbor Development Project, a o -

,y ‘., \
. . : A
- s ) W - 4 .

state effort to build a large scale, modern, diversif1ed seafood

4 K]

: processing center on the North Carolina coast._ The project,involves ’ o o
v v o \ . o . N ! !
. .‘local state,'and federal agencies ‘along’ with private 1ndustry in an
K ; ! ‘-g' . N M % . ' ' ) . ' )
"af __‘”"~attempt Eo capture for North Carolina the full economic benefit of the h o

n L

. . 4 B } . X Lo :
. : P . Ly
. e ’ : T

L. . . . . s
A rox provided by cric [N . . . ’ . * . :
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‘ff h Q i. The second economic developmeno project treated is the Graham ?ﬁ) "ig
i _v County Railroad Project. It‘= is a locally initiated effort to hoost .
ol :_:'rthe sagging ;conomy of a sparsely populated, rural,'mountain county‘ ' "{i;hi
Com e v -

f{‘- by reopening its only link with major freight—handling rail carriers.v .,
It has also'involved a wide range of federal, state, and local partici—}
e e @ }1 pants‘f Both projects provide lessons in planning and implementation

°f complex, 1°"8-tarm development projects in rather isolated rural R

fcalled Westﬁrn strhf arolina Tomorr0w. The counci) was organi&ed -
5 l L .’ . N ," o

to increase citizen participation in- the formulation of future regionalga

J .
: ,“‘ ' Do . ‘
’ »

development policies and programs for a l7 counzy area in' southwestern

-

North Carolina. WNCT provides an example of th combination of v

. S .
technical resources . from a regional university with the leadership

s of local eleCted officials and private citizens to devise and tmplement“

'Q_regional growth policies f%r a large rural area.

.

II. RURAL DEVELOPMﬁNT PROGRAMS AND INSTITUTIONS

rs

" Wanchese Seafood Industrial Park
General Description

v

The Wanchese Seéfood Industrial Park: is a joint local %tate, and

.

federal initiative to develop the North Carolina seafood inaustry. ,

At the small fishing village of Wanchese on the North Carolina Outer *

a

Banks, an industrial park devoted entirely to the seafood industry . . N

2

e has taken.shape after.years of,planning. The park liesQon the‘southern

.end of Roanoké lsland;lseveral-miles northwest of OregonCInlet; Coe Y

. the Dare County fishing’fleet's gateway to the Atlantic.' The seafood

\ark is state—owned' it. is operated by a state-created authority

B

Eah \ N similar to a Rorts authority. .
@ o\ v S 201 L

i
. . X . ’ . y - ‘ . o
\ , . | . 3 .
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to proSpective commercial ‘tenants.

-operate processing facilities under tenancy arrangements with the

- park and maintainzstate-owned facilities with rents and fees paid s

126 - - IR

The project at: Wanchese h#s been developed in three ?/asgé

.
i

First, the harbor was enlarged and deepened. Then, on—shore facilities e

P -

needed to support commercial seafood processing and fishing operations }

were constrUcted. At preseno, the sea;ood ‘park is being promoted

I ’ - . <
i N

“The first two phases of the project -~ harbor preparation and
9

constructiqn of basic infrastructure - have been completed with

/, -
a/combination of local state, and federal funds. During the ongoing

vfinal phase of development, private'firms are building and will

&

- Ind

- State of North Caroldna. The state, in turn, will administer the

/ a .

i

* by the commercial'tenants. . !

Dare County encompasses most of North Carolina's Outer Banks,

.

Rincluding the Hatteras National Seashore and Wildlife Refuge. Tourismv' oo

- \

is the County s méjor industry, underemployment and seasonal unemp loy-
ment are high. The successful development of the: Wanchese Seafood )
1ndustrial Park would mean a second ma jor employment sector for

the county. DeVelopment,of the fishing industry would complement

the local economy during the winter months when tourism is down,

and it could also provide some measure of insurance to a single—industry

county that stands to lose'much'of the infrastructure for its .economic
o ! A ' ) !

‘\|

: mainstay in the next: hurritane.

]

+. -Dare Cdunty has played an important role in the project sincef ;

fts inception. The ohain of evehts which led up to the seafood S o

industrial park actually dates back to the 1940s, when Dar2§County

c.

o'
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residents Hegan‘efforts to obtain federal funding to stabilize Oregon
. - o .
) Inlet and imptove the navigation channel int9 Roanoke Sound. ‘The

'

o ﬂ:' channel improvements were completed in the early l960s, in 1970 “ .

Congtess authorized funds for‘the expansion and deepening of Wanchese
Harbor and the stabilization of Oregon Inlet, with the stipulation
that the statevdevelop and maintain the expanded harbor. While

the inlet and harbor projects were separate, they were also very
3 A : : . .

- . ) -

much interrelated: If Wanchese is to realize its commercial fishing
‘potential, proponents state,Jharbor development must be accompanied

by the guarantee of safe ocean passage that only the iniet stabiliza-

tion project can provide. ~ S , "y

2

"Attempts to'acquire the necessary land for harbor expansion

. . . . -

and to resolve environmental impact questions spanned nearly six
i ‘! . years. In December 1976, Dare County and the North Carolina Ports ‘

Authority achiredlland for the expansion in the name of North Carolina..
’ Until that'point,'Dare-County interests had been the sustaining.
’ ’ S .

" force Behind the Wanchese Project; .at that time, the state was asked

. ‘

to take the lead role in the overall development‘project.

Lo - :
~

The Coastal Plains Regional Commission also played an instrumental
role in the development of the seafood industrial park -concept in =

North Carolina. The Commission had, a Eontinping interest in‘the

‘ potential economic impact of‘seafood industrial patks, and‘it had’ , ®
. o commissioned aﬂstudx of such parks‘at about‘the time the,State of: )
’ " North Cafolina was“pfeparing to developkWanchese Har?or. .State ) .

¥ : . . officials’ saw in Wanchese an oppottunity for addtessing an issue : e

much larger than simple harbor development. Encouraged by CPRC,

they proposed that North Carolina build a- seafood industrial park

A

- 223
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N

at Waqchese Harbor to attract a morefcomplete and diversified seafood

industry than the state had ever housed. , : ; o

The Coastal Plains Regional Commission approved a.grant of

$325,000 for'planning, land acquisition, and engineering design

4

of the seafood industrial park. With the Commission's grant providing

needed lewverage, the state applied"forVand'recéived‘majorvfunding

for project construction from the U. S. Economic Development Adminis-

ttration. A $4, 240 387 grant was awarded to the state to help build

the seafood industrial park as-a means of addressing the long~term
.\ ' - . - ,

economic deterioration of the area. Project construction funds

ip the amount of $2,500,000 were appropriated gz.the North Carolina.

.Géneral Assembly In addition to these grants and appropriations,

th¥ North Carolina ‘Department of Transportation agreed to pay 33

.perlent of the cost of constructing ‘an access road to the project

boundary. Altogether, state planners assembled a funding package

of feperal, state, regional;rand local funds totaling $7,065,387.

As funding for the project ‘was secured and the park was about

to bec me a reality after nearly 30 years of planning, some Wanchese

RO
residencs developed concerns_ about the project s impact on their

community and their da11y lives. In June 1977, the Wanchese Harbor
Citizens ﬁpviabry Council was established by the North Carolina

General Asﬁembly to study the impact of the prgject and report anually

« o

: \ ) ,
to' the Governor. The reports were, intended to identify_concerns
\ K -

’ of the citizens regarding the project, ‘to make recommendations on

- \ . : ' ! [

" the orderly development of Wanchese,'and to comment on any ohanges ‘ l' , .

J’ @ ,‘)
in thc quality and\tranquility of 1ife in Wanchese and the surrounding

. .
- . » - )

area. ' ‘ )

4

s

. ‘ - L -
The Advisory Council has been a focal point of discussion and

information for Wanchese citizens wishing to know more about the

- - . .

{(” * o ' 2?214 . . | ‘
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$7 000,000 investment taking place in their community. Rumors of
! l\ L )
500-600 new jobs and the entrance of large national and multinational - ‘
L
firms created apprehension and ‘opposition among some citizens,

K : Today, while the project is not-without~some local opposition, it
has gained widespread -local support‘and has come to’be regarded B

by,many Wanchese residents as the basis for the future of the fishing

- industry and the economic vitality of Dare'County.
~——— . v .

N

Construction of the harborband on-shore facilities began in

o " . mid-1978 and was completed in September 1981. During the construction

phase, sevkral activities related to the seafood park took place:

local residents were given skill training in marine crafts in prepara-

tion for the new jobs which the park would creates “the Sstate created
a new seafood park authority to oversee and direct operations at
) T, f ’ '

- : Wanchese; and the Corps of Engineers continued its unsuccessful

efforts to gain permission for the Oregon Inlec stabilization project.
In 1979, the North Carolina‘Department of Labor implemented p e

a skill training program designed to create a link between the Wanghese

project and the local labor force by providing apprenticeship training

in the marine trades 'for CETA—eligiblenpersons. This program, supported .

by the department's EETA-fonded Skill“lraining Improvement Program,

was designed;to provideva year-long training'program followed by

a three-year apprenticeship for 'local residents. Training was conducted

by the local community college. Forty-three of the original 54

trainees gradoated from the first-year classroom training.program

in March 1980 of those gradUates, 28nwere placed in apprenticeships,

' R N Y

and seven were placed in nondpprenticeship jobs with local cmployers.,

£ , ' ' ‘ . ’
» . . . ; '




.

! The ‘North Carolina Seafood Industrial Park Authority was ‘created

by the General Assembly in 1979 to .develop and operate the Wanchese

Seafood Industrial Park. . The authority has all the powers of a

corporate body.and must approve all leases 'in the park. The General

-~

-Assembly specified that park Operations would be administered by
an executive difector, who reports to the North Carolina Department
of Commerce. Prior to the establishment of the Authority, responsi-

bility for the harbor and.park‘develoment-was divided among several

- gtate agenciesf

.-On March 23,>l981, dedication ceremonies were held at the Wanchese

Seafood Industrial Park. Wanchese Shiplift,dthe first company to
locate at the park, announced that its'faé?lity would be complete
and fully operational by July of 1981. , |

/ Although a number of firms have expressed interest in locating
at the park, no additional leases have been negotiated since the
first lease was drawn in November l980. Prospective tenants are
wafging'for word that the Oregon Inlet stabiliaation_project will
be completed before they make firm commitments to ‘enter the park

Congress authorized ‘funding for the Oregon Inlet stégilization

project in l970. Since that time the Army Corps of Engineers and
the United States Department of the Interior have Been deadlocked
over the project. Interior refuses to issué the nccessary construction
. and access permits to the Corps, maintaininE/Ehar At 1s not legally
empowered to do 50+ The National Park Service add the United SEates

Fish and Wildlife Service. "both under the Department of the Interiof,

hgve‘jurisdiction over the beaches on the north and south sides
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;@Qtion project can be carried out "only through explicit congressional

-

-of the inlei. Departmenf officials have maintained that the stabiliza\-, . ‘ :

authorization and appropriation of 'lands.”" In summer a§'1981, the -

.

Secretary of the Interior réiterated the Department's pre%&dus position

nd offered. . *.

&

that it had no authority to issue permits for the projeét
a copﬁ?qmise: channel'dredg{pg. The Corbs has preéarediblq?s_for
éttemptihg to maintqin'an‘all-weather channel at Oregon'inlét by
dredging alope, but its engineers still believe thét dredging -is
o ‘ a pdor suyst;tute for the stabilization project. B
2 ‘ : . L ‘: _ { , Assessment
The Wanchesc Scafood Industrial Park will create a demand'for i

both skilled and unskilled labor. Project plgnners‘esqimated that v

over 689 new jobs will be created when the park is fully operatdional.

. Jobs resulting f}om the project conld reduce the u(dpsp;ead "ndnremplo§-

>

ment in the area. At the same time, the project tould attract many
' ¢ ne : ! .

new workers to Dare County, creating a high demand for housipg in

a .resort area with high land prices and little developable land

Cand straining county and town resources through 1ncréa§ed demand
f;r public services. .

. ' The skills-training project opefated>by the North Carolina
bepértment of Labor'was not integrated carefully intoAthe oJérail
development of the pro]ect at either the state or the local level.
ﬁoreover,‘the graduates of the training program were ready for
apprenticeship placement in March 1980, a full year before the opening
I . of the bérk:s fac{litie?. Consequently;, {ﬁé tfaihing effort was

T

never tied closelyf]nto Ehc'largef préject to which it was tn%geted.

2L - .
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The park is envisioned by its planners as a spur to the development
of the commercial fishing industry‘in North Carolina. Thé development_
of Wanchese Harbor is.seen as an incentive for current and prospective

fishermen to invest in more efficient boats and equipment for offshore
fishing. ’Processing facilities in the park.will create a steady T
year-round market for fishermen. Landing of conventional food—fish

'should increase; in addition, since much of the seafood to be processed -

A

at:thevpark/is\slated for export, landings of several currently
underfished species may increase.

| The controversy over the Oregon Inlet‘stabilization project, .
howeder, is still a brake on the larger Wanchese project. The_park‘s
marketing strategy hinges on’securing tenants:for:tne parkis basic
activity -- seafood processing --, and. three prime sites have been
reserved for .that activity. But the large seafood processing firms

’ 5

are waiting for the impasse between the Army Corps of Engineers

and the Department of -the Interior to be resolved before committing}
to a large investment in the park. -The Oregon Inlet stabilization
project is important to safe‘navigation intopand aut of WAnchese
Harbor, and, consequently, to the successful operation of the sgdfood
industrial park. The controversy between the Corps of Engineers

and the Department of the Interior has caused the State of North
Carolina to lose potential revenue, slowed the implementation of

the seafood industrial park, and diminished~dhelpark's attractiveness

to large commercial, seafood processors. ,‘ Lo
. ) o .
" 3 ' [ L ]
Project development has been a long and arduous process. Jt,’ —_
N ¥
has depended on strong and sustained local loadership, intergovernmental

cooperation, joint funding, and compatibil{ty of goals among,the
different levels of government. “The project has not been without
its share of problems. Enviromental concerns stalled the project .

228
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* ‘

and continue to plagye its companion pfoject at Oregon Inlet; anaﬁgome’

7 “local resipents objected to the project on gfounés that_it’ﬁGuld Create \ o,
a boom-town efféét. PSlitical support has been crucial. Without'thé -
backing of the area's Cbngressmap and :hat of three North Catélina

Governors, the ptojecﬁ woﬁlg not have SGfineg. ’ ; ; ‘ ' /"

o Those closest to the Wanchese Project believe that environmental

A

and financial factors would make it impossiblé to replicate the project -

- ‘ today. Environmental regulations have become much more restrictive

in the years since the pfoject underwent review and approval,- and the
present day cost of financing such a project would be.prohibitive.

> '

Moreover,'the Coastal Plains Regional.Commission, which promoted the

park concept ahd ptovided'secd money, has been dismantled. ' "/

Graham County Railroad

‘ &
T . Summar

. ’ y .

‘The Graham County railroad project is a locally initiated effort
to boost the sagging‘eéonomy of a sparéely populated rurél mountain
county by restéring its oﬁly railway link with major freight-hauling
rail carriers. It began in 19?5, when scver; flooding forced the

’ o closing of the dilapidated 12-mile line and abandonment of a fledgling
scenic railrond venture that sought to attract newAtouriét dollars
to this county of 6,500 residents. Soon thcpgafter, the railroad's.

M

- former owners —- assisted by the cconomic development staff from nearby

- 4

Western Carolina Uni&erSity -- began effbrCS to assist county business - "

v . . - AR S

f.nd government leaders in forming a local -development corporatton to

pursue the acquisition and restoration of the line.

ERIC . =<d '




” proponents have sought to a

‘state, and local sources. Ma

Progress las heen spo dic over'the pastksixbyears asvproject
| act funds from a multiplicity of federal,
'Lroblems haVé'inéJuded'dela&s in
obtaining the railroad's operating charter and fixed assets (first
attempted through direct purchase and later accomplished via tax-exempt

donation), faulty planning at crucial stages in pr ject developmenc, .

escalating costs during a period. of rampant inflftion, the unavaila- °

bility of developmental financing and reliable deWwelopmental assistance,

the difficulties inherent in'attempting to satisfy the'diverse technical
requirements and proposal deadlines of multiple funding agents, and
resistance from a regional'planningicommission_and elected officials -

in neighboring counties who have quescioned both the project's origins

#

and it's economic viability.

Despite these difficulties, construction began in February 1981

‘and is now estimated at roughly 80 percent complete,- Barring further

delays, all work should be finished and the line reopened by mid-qanuary‘.
1982. Whether the‘railroad wiil resume operations at that time,

however, remains to be seen. The current national economic slump has
hit hard at Gnaham County's only major manufﬁdturing plant -- a longtime

proponent of the rajilroad project and, presumably, the county s major
|

prospective shipper oncg//he line is rcopened. Production cutbacks

L}

at

'and personnel layoffs in recent égiihs“have creaeed a“situation in

which this manufacturer may not be alblle to guarantee sufficient shipping

Y
. r

'volume'to make the railroad’s operation a profitable venture for the

o

proposed lessee/operator -~ a Philadelphiaébased company. And, in

’ X .
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v

the event that the proposed lessee/operator defaults ‘on its agreement,

» 7 A

there is little likelihood that the 6urrently:1nopefat1ve~scen1c rail-
. . , i :

road venture'wiil be reactivated. .
_ Clearly, the eventual impact of this project will remain in doubt

for some time to come. ’ .

" General Deséription

[ - R -,
A - ’ AR 4

*. The Graham County project began in the spring of 1975, wheh‘locali

. . s . . B
business and ¢ivic leaders became interested in reviving an antiqpated b

shorcillne railroad that alreddy was in acute disrepair when flopding
e ‘ _ washed ‘away several trestles and forced the closing of a small but
i promiqtng scenic railroad venture.

g

The real impetus for what latcr became known as the Graham County : . s

-

‘Railroad project, however, came from the heirs of the linc's original

owners,.~They, with the help oE EDA—funded planners from Westcrn

Carolina University, first proposcd ‘to sell the. abandoned rrackagc

¢ ‘
_and rights-of-way to the county, with' the. idea of.forming a local

: L v

development corporation to seek state and federal funds for reconstruc-

tion and to oversee the line's restoration and reactivation. At the

\\\1 ' “time, the propesed sclling price was $125,QOO} and tlg estimated repair

costs were approximately $400, 000. - .

¢ ) . . ‘ ' ;
The Graham County Dcvelopment Corporation (GCDC) was formed- in’
Fanse ]

197@ as an entity for acquiring the line, obtaining public ‘and ‘private ,

. t ’ . .
' ‘ “funds to rebuild it, and (eventually) oversceing its operations. This -

_developmental strategy changcd in 1977, howevér,‘whcn EDA ruled that
- ‘ ! .

federal funds could not be used to purchase private property. Projéct

) ° . 1 \
- |

231

-
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pr0pqneh£§ subsequently adopted g‘new s;rategy‘éf obtaining the line

t : 4 . ,
through a tax-exempt -donation -- the incentive to the.donors being &

A

" a potential $3.5 million tax write-off in lieu of revenue from a cash

‘transaction. 1t was later determined, however, that a private donation

to a private development corporation would not create the necessary

.
PR

‘tax shelter for the. former ownegs,. This, in turn, led pfoject chkeré

. |

to 9raff two special bills enacted by the North Carolina St}te

o . . - N Cok
Legislature ‘early in 1979 -- one creating a new qyasglpublic Graham
} : ' :

County Development Authority (CCDA).'and the other limiting_che
! ' . - ' .
Authority's liabilities to the actual revenues it generated.

These legislative provisions -- enacted four years after the local

railroad initiative began -- solvcd_ihe.problem of 5eCuring a tax-exempt

1

donation, bu} they also spawned' new complications with respect to the

)

transfer of federal grant and loan commitments from GCDC (which first

sought them) to GCDA (which was to have/become its successor). The
) LI .

’eﬁéﬁing legal impasse aver éomplex issues of ownership, accountability,

N [

~and repayment in the event of default ultimately resulted in another

18 months qf“debays.

The project cleared its last major pre-construction hurdle in
Jaﬁuary 1981 with the closing of a $288,300 FmHAvloan -- the final
piece of what has now become a 5}.8 million rehabilitation éackage //

: A - f
involving grants from EDA, two statec agencies, and severﬁT’hrahgm County

" businesses. Contracts were awarded and construction commenged soon
. ) ‘ Al

ghereafter, and the project is now scheduled for completion in early

1982 -~ seven years after 1;J~as initiated, and at a cost of almost

five times greater than original estimates. o

» .oon -

o

e




Struqture, Key Actors, and R’oles ’

oy O

) .

ance 1975, the Graham story has inVolved a multitude of actors,
e both public "and’ private, rncluding. vi» PR f_:" " 'f
- The John Veach family - heirs to the railroad @nd owners of TR ——
o . _' the operating,charter at thevtime the line ceased operations - '

g

!

- e s . .
. 3 n . Lo . . ‘ N - ! i
oM . n . - g - ° - . P ; - . . k

. stgga, A Western Carolina University s EDA;funded Economic’Development . .
o, T . Center —- staff’ helped conceptualize and have continuously Bt
v N 5 supported the project s1nce 1975. e L L S o

5 ey Y

L " «", Tom Gardeh -—“Robb1nsv1lle realtor and local Jaycee presiderit”

R SR .+, ~when the. Veaches and WGU staff first .approached the county
B . with a plan to sell and rehabilitate the railroad For the
“", . past 'six-years, Garden has been a tLreless voluntéer supporter

.« 0 < of the ‘project, and he has chaired both GCDC and Geba ‘from
oot C inception. .

\

|

. : .

K } : - oy " N \
' |

|

|

|

kS . ~

LRV

o4 . Y Graham County Development Corporation’—z incorpprated in 1975 y . :
' g .- .». _ @s the vehicle to acqyire ‘the railroad, obtain redevelopment e
1nanc1ng, and oversee its operations. o

_ , . o o ) : TSR S
T -+ .2 Graham County DeVelopmeno’Authority"——‘a quasi-public develop— : _u
_ ment authority. created. by the; state. legislature in 1979 to- "~ .

*“ facilitate the tax-exempt transfer of trtle to the railfoad o o

from its former ‘owners,

. : ?

@ - : -
) v . I .

. e T f 2 ' Graham County government‘and local businesses'—— have expressed

s . verbal support from the beginning and are shown on paper as » N

. . being4members of the two: development entitles named above.a

e i . Neither government nor local businesses, however, played- any. ,

. ~ formal role-until early 1980, when several small cash contribu~

.+ ¥ - tions were provided as initial payments towards local matching - ;
L - funds necessary to secure a $l 1 million EDA grant. :

. . PR . L]

N

- "“". . The Bear Creek. Scenic Railroad -—.a pre—l975 bu51ness venture
cel seeking to operate a“-tourist attraction along a three—mile ,
' stretch of the’ Graham County Railroad, line, but aborted at L

xx B . the time of ‘the 1975'Tlood1ng. At that time, BCSR =~ . T
: C 4 : |
' |
\

’. investors —— “including an. attorney for the Veach family -- )
) ke defauited on land purchase agreements with the railroad-_ e
L heirs, but ‘they have maintained options on’ properties adjacent .
. to the. Graham County line in hopes of reviving BCSR once the : !

o . ~-railroad is reopened. _ . .

. B » L3 . oM
i} . The State of Vorth Carolina;—— provided. $100 000 in develop-
. mental funding through discretionary EDA grants.and $285;000
) , from railroad rehdbilitation tunds\administered through the ’
. State Department of Transportation.v » o 0 '

.z E ’ ' vl. ) .- . _ L - >.’

¢
Q2
o

PAruntext provided by eric . £l . .
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‘.r_US Department of Commerce - (EDA) -— has worked with project
_'.gvptoponents since 1975 to assist: tailroad redevelopment with
I I lO7 000 in grants to GCDC. : -

o US Department of Agriculture (FmHA) - has worked with project
‘proponents. since 1977 to faci}itate a $288 300 FmHA secured
loan to GCDC. S !

]

o ;-'National Railroad Utilization Corporation (NRUC) —--.has signed
" .'a 25-year lease-with multiple five-year renewal options for
‘ use of the ‘rebuilt line and acquisition of the Graham County
. Railroad Company s operating charter. ,

_.'-Project engineers, surveyors, andzattorneys_-— reta1ned by
- staff of the WCY Economic Development’ Center to handle pre-..
"+ liminary project’ eng1neering, site clearance, and: preparation’ .
DR " of construction specifications. Various attorneys employed .

“ =" by the Veach family and WCU have assisted in funding negotia-
s . tions, ‘title “transfer work, the preparation of spec1al legisla- =
s taon, and. negotiation of the long-term lease agreements Vlth '

"NRUC. - T : S o ]

N
!
BN

x'Southwestern NC Planning and Economic Development . e
: -Commission —— a seven-county regional commission, SWPEDC was ‘a .f-
o . strong supporter of the project initially, but ity nthusiasm®
waned as costs escalated and other counties in thdrea became.
"1ncreas1ngly critical of what some’ observers perceived as an’
infeasible undertaking.‘ Since 1979, SWPEDC has been-an out- .

‘the WCU staff.

: d spoken critic thh of the project and its Prindpal Pf°P°“e“t5"l%‘b“

. "
)

After more than six years oi‘developmental activ1tyr the project ‘

,‘is still undergoing an organizational evolutionary process.~ It is

noW'clear that the absence of ‘a stable, clear-cut organizatonal

. P
) :
-

’lﬂstructure has hampered project continuity and progress almost ﬁrom co

“the beginning.‘ A_f '.' s : h . ‘Qi:._;

¢ . - . - . '

' Despite the ex1stence of two legal entities (GCDC and GCDA) formed

\ “a

for essentially the same purpose, ne1ther has played a substantive e

A
..»;"»

~role in furthering the proposed proJect. Instead it,has been:EEStern'
\ . "‘ T

'Carolina University s Center for, Improving Mountain Liviq& (CIML which

subsumed the former EDA- [unded economic development staff) that played

S . 3

-
<
QD
e
NS

4z n - ) . . L

e




an t\'ne central role in bringing the railroad project to fruition. In . o

fact, 1t is now clear that without continuous support derivey-from o , .

. CIML, the Graham initiative would have dLed'long ago.

[} . ~

N ~ One. Graham County businessman - Tom Garden, a RobbinsV111e
Eealtor -~ has been instrumental to the project from the beginning,‘
s . ' and has devoted huge amounts.of time since 1975 to promoting,

negotiating, and communicating on behalf of the ra11road. - But because
neither GCDC nor GCDA had- staff or administrative funds, Gardcn has

V;“iv : ‘_ * had to rely heaV11y on CIML ‘for administrative, clerical, and techn1cal

4
P

' support - ass1srance that CIML was always w1111ng but sometimes,

I 3 v

~r

Atunequipped to@provide. ' g 's
3 _ ’ ;: - gnlretrospect, iq"is clearothad themorganizationallapproaches'
and manag:mént practices uSed for this project were not always ideal. - ..'
‘5’-4;In se/Veral 1nstances, the complexity and fluidity of the .proJect s ‘ ’ ‘
N ‘ 'W'organizational strueturecwere largely respons1ble for lengthy and other- I

_voidable delays, and most project backers now agree that these’

iarrangements were both unw1eldy and genorally unsuitable for replication

¥ .
e

”elsewhere.‘ Yet the fact remain§ that in Graham County, the appxoaches.
;ataken were: chosen of necessity, hecause :o project proponents they
B kreprescnted their ___y viable alternatives. |
B R " Funding‘Support H, ’
In ié]ﬁ,arehahilitationicosts‘were estimated at $400,000 -- a
figurg\derived by ch planncrs%dnfamiliar:with’railroad construction

andglater discarded hykEDA as being unrealisticaliyjloW. By 1979,

s whenWC's monitoring began, those ‘estimates had {ncreased to $1.2
y o T g ’ ! rnere ' ‘

3
5

million, but the October 1980‘iow bid for construction came in at jhst;

‘over $1.6 million, exclusive: of pre—contract enggnecring, planning,

and legal costs.

-y
t

<

S
<
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Although project planners had received tentative prior commitments S
totaling $l.4 million, they were - faced during the final months of 1980

with the need to find‘:dditional funds before awarding their construc—

,\

tion contract.i After further negotiations, EDA agreed to add another

$147 600 to its earlier $960 000 grant commitment; the origindl $240,000
FmHA loan'application waS'increased by $48,300, and a’$250,0001F6deral‘

Railroad’Actvcommitment from the State Department of Transportation

7‘*\\&was upped by another $35,500. - - : . _ o
I~ . " . . . \

Thus total project funding from state and local sources —-

‘exclusive of local cash contributions — now stands at $l 781 lOO
‘and {ncludes $1 107, 300.from EDA, szsa 3oo,from FmHA, $285,500 from

the State Department of Transportation, and $100 000 from thc Governor s

discretionary EDA funds. TN ?f _ ,_:fﬁi;vzf‘ o ’§' |

In addition to these known costs, there are substantial h1dden

- .
L3 ~

- costs associated with developing and supporting any’ project of such '
magnitude over a- six-year period. Although the combined direct and

indirect coOsts of WCU staff time, WCU—financed legal assistance, and ;

.

project adminjstrative support have ﬁEVer been calculated, project

L I

v spokesmen say those costs could easily have approached anoLher quarter-
milllon.for the'six-year effort. Yet,,in'all this;time, no planning

and developmént~funds'were available to‘Graham'County‘other than the
'3}00,000 ;Tafe‘grant'and 4-$5,000 contribution from the county.

Assessment

It is.still’toovsoon to predict what the eventual economic impact

" of the project may be, although it is clear that earlier claims
KA o . X o I3
“concerning the employment-geherating benefits of the venture were
R : i : [
< exaggerated to. satisfy EDA grant requiréments.

[

- 23n
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y ecpnomic &onditions than the presence or absencd of a convenient railway '

“they expect to deCide‘shortly'whether to reactivate- the business or

ot
‘ / : ‘ . ) ' '
K o , ) - . : . .
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s ’

The National Railroad Utilization Corporation - the proposed

lessee/operator -- was expected .to locate a boxcar rebuilding facility

in Graham County, for example, but has now dispensed with those -plans

k. ~ .

aLtogether. Another unexpected setback’ was the closing earlier this‘

year'of the second shift.at.Burlington House Furniture —— ‘the major

manufacturing employer in a county whose unemployment rate already
stood at 18 percent, and the proposed major shipper for the rebuilt

line. If anything, the developments at Burlington clearly demonstrate.

that the firm s business fortunes are far more dependent on national ,

v
' oy

:A “ ""9.-—‘ m

Finally, plans'for'resurrecting'thepﬁeaerreek Scenic Rail- .

siding

.

road -- a marginally profitable tourist venture that operated briefly

+in 1974-75 --'remain unsettled. BCSR's out—ofwstate_owners.now say

offer it fordsale,;and a BCSR stockholders' meeting has been scheduled

to'decidé that issue in Noyember.19ﬂl. Chances for BCSR's revival

-’

- o - . . : . 0 I .
are rated as slim, however, if far no.reason other than the additional 0
. ‘ ‘ .

'$16°5000 its stockholders must now provide in order to refurbish the

.

. line's rdLl{ng sfock'and tourist facilities after six years of disuse.

Despite its past and present difficulties, the‘projEct is nearing
N . \ : .

its completion stages. All funding commitments are intact, and the’

n

"cffort has suffered no addltional setbacks as a result of recent federal

budget cuts. Although there are no linkages with CETA or other employ-

‘

mcn;'nnd training programs, the project has generated temporary

construction jobs for 28 pecople, most of them county residents. And,

in the event that BCSR reopens, as many as 20 additional jobs could

materialize. Finally, the railroad rehuilding effort has helped to




" coalesce local business and civic interests behind future developmehtal

effoéts. Planning continues for déveioping a édunty industrial.site
along the failrdad‘right-of-way, ana'GCDA $ember§h{pfhag recently beéoﬁe
involved in sééking ; Norfh’c;tolinq "Comm;nity.of”EXCelléﬁce" designa-
tion for the‘qup o£vR6bbinsv111e. ié{obtained, thiﬁidésignat(on‘

‘should bé‘én_asset to the'coungy's future Lndﬁgtrial~exﬁansfdn ppos-b
pects. L ' . B S ERN S
Aithough the Graham.projecf’ig something lgss than a ﬁodel for
oghefsuio ﬁollow.uié 15 ngverthelesé fich ih.lessons.for.thb§e

’

£ontempf;ttng similar rural development ihitiatives_élgewhe;e. " And

. to ‘ [ :
it confirms the fact that small rural communities face ponumental

B

obstacles that tend te impede progress and quash enthusiasm. o

Clearly, the Graham County.experience illustrates the need for
- ‘ o

’

intensive and technically competent assistance for any rural leadership'

group attempting such a complex undgrtaking.v According to Tom Garden: )

"There's no way any working person or volunteer group could have ever

. come up with the time and kndwledge to put this.ﬁéckage together on

vtheir own ....,and 1'd hate to know the amount of money it's taken
tbzget us where we Are,right ﬁqyf"' And Gérden rgadily concurs witg
MDC's conclusions that linkiﬁg multiple resources 1n\support'ofllocal
rural initiatiVes is far more easily said than doﬁe; that émalﬁ.turél
aréa: afe unlikely to accoﬁplish such efforts without considérable

. - '

outside assistance; and that the likelihood of 91m1}ér projects sprout-
‘ ‘ i

ing spontaneously in other localities is indeed remote. In fact, with

‘the recent federal budget cuts, &Pe chances of this pfpject's being

B ’
.

replicéted today are practically‘nil.

[
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"We 've been flying by the seat of our pants from Day,One", says

»

Garden, "and no one at any level ever seemed to have final authority

to app}ove a ‘local project 1like ours. There needs to be;some organizé;

"tion ... .some place.td turn for help .... before getiing into something

‘

of this mégnitude."

‘ In parggcblar; Garden feels that FmHA is a master of organizatiénal
obfuscation, and ht still finds it difficult to understana why‘a
$288,000 secured loan ultimatelyAreéuiréd a meeting hé‘had to arrange
with top agency officiais in Washingtén before tﬁe loan waé finaliy‘
Sppfoved.."in'short;"“he'coﬁcludes "neither I no£ the WCU staff had
‘the expertise and understanding of venture planning or capital formation
’to'iake on all ;hose agencies, regulétion;, deadlines, and nartoﬁ |
interests simultaneously. I;'s really sort of amazing that we've pull

'

it off at all."” ' St

Western North Carolina Tomorrow (WNCT)

»

_General Description L

\

. - %7
Western North Carolina Tomorrow -- a public and private lead-

4

.ership cohﬁéil repre;eﬁting the state's 17 westernmost counties —-'

: & .
was organized in 1979 to heighten citizen participation in the formula-
tion of future regionalsdéQélopmeﬁcal polié{es and programs'in a
pfijgpinantly ruré& mountain area. Staff.support for WNCT is provided
through Western North Caroliﬁa University's Center for Imﬁroving
Mountain Living (CIML), which began in the early 1970s as an EDA-fufded
Center for Economic Development. I; recent yéégs, however; CIML's

ma jor funding has come from state grants and private foundations; at

present, the center's EDA grant provides only one staff position, while

259
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H

.
i

CIML's remaining 15-18 professionals aré supported from non-federalv.

sources.

4

exploring an array of issues pertinent to rural devé]
‘ * N . . R n;’.-.”..‘c cor § - Cow
land use, education, and transportation. Overall, the WNCT ‘experiment

constitutes a model for ‘combining the ‘technical resources of a régional

~ -

university with the Ieadership of local elected officials and private

citizens éb devise and implement regional growth policies;

e o A | History
WNCT began in 1979 as a bold experiment 1n;regional‘cooperation
| and unity -- one that sought'to coalesce the area's.buéiness, civi;,
governmentai; and political ‘leadership in an_effort to identify and

resolve major problems that threatened to limit and diminish future

growth and developmental potentiél. In launéhing the new effbrt,

‘

however, university officials and other project prpoponents apparently

underestimated the extent to which their efforts were eiphéf poorly .
i

undérstood or aaamaptly opposed by several substate regionalﬂplanning
organ}zations and uni;é of loc;l govefnment which ﬁerceived thé
. unfyersity as an unwanted interloper in regional ;ianning ana'di}}sion-
making. .
As earfy as August 1978; one such multiéounty planning aﬁd'economic

\develqpment commission had adopted and circulated a policy resolution

opposing ‘the universit&'s "attempt to achieve primary involvement in

~ the community gnd economic development of the area through creation
of a 'Center' for Ehis'phrpose, and ﬁy employment in this center of

-
.

- ' ' .' ‘

' D e . .
< g
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community and economic development specialists, planners, and grantsmen

to.implement these policy decisions."'1 In the commission's view, the
'proposed uninersity role would be duplicative of its own statutory ’
' And policymaktng responsibilities,-— not to mention a possible threat
to the future of substate regional planning organizations themselves.
Tensions' escalated in 1979 when CIML's former director assumed
'responsibilityftor,introducing WNCT to area planning commissions and
iocal elected officials. Those inttial meetings proved counter-

productive; they were construed by many local eclected officials as

being unduly critical of "the leadership vacuum' in the area -~ an

observation which, even if correct, could hardly be expected to generate

enthusiasm fdr WNCT when being presented to inogmbent local leaders

by an individual without roots in the area. Following a storm of

‘;rotests. CIML's former director was assigned early in 1980 to new
“duties with an international'development project, and univeosity

" officials adopted new strategies intended to give local governments

. ¢

and substate planning organizations a more substantial role in WNCT
decision-making.’ - , .

Throughout most of 1980, a university vice-chancellor and.CIML's

new acting director -- a senior CIML staff associate with prior

experience on the staff of a popular local Congressman -- both devoted
considerable effort to restoring WNCT's credibility throughout the

17 counties. Their efforts have succeeded in silencini the critics -

“and neutralizing the earlier opposition from the multicounty planning

-

1. 'The "center" referred to here was CIML which had already subsumed
the university's former FDA-funded economic development staff and
at the time was providing useful technical assistance services
(buginess management, computer science, environmental management,
etc.) to numerous local governments and small businesses throughout

the area.
241
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>
commissions. Even so, current relations between WNCT and the -
planning commissions can only be characterized aé‘"pol{te," although-

ambivalence on the part of the planning groups is far preferable

’

‘to the resisiancg theyvdemonsfrated lﬁltially.

While university leaaersfgrappfed with restoring CIML's credi-

bility and finding a new permanent director, CIML staff turned

@

their attention to the orientation and organization of WNCT's 55-

Y

member board and to the substantive work of the new leadership
group. By the latter half of 1980, WNCT subcommitteds were formed

~-gnd, as described below, work began in four content-areas: employ-

o+
- )

ment opportunities, education, natural resource conservation, and
regional pride. Majo;‘lssues were identified, réglonal conferences

were convened, special research efforts were launched, and proposals
. o o,
for funding support were developed: In short, the foundations

B
1

were laid for future.work designed Yo produce tangible prodﬁcts.

The search for a permanent director for. CIML wés cdncluaed i
“in June 1981 with the appointme;t of t&e former deputy executhé
director of CARE, Inc. -~ an 1ntgrnational relief and assistance

agency. Soon thetreafter, the individual who had served as CIML's

acting director for almost a year was named permanent director

&
v

for WNCT.
Staffing and Funding
Organizationally, WNCT is attached to Western Carolina

L
+ University's Center for Improving Mountain Living -- a

~

‘

university-based research and technical aésistance organization

which evolved from \and ultimately replaced) the school's former
” Ll . ¥

EDA-funded Center for Economic Development. CIML currenly has




iy

.

fas

'

5 -
14

a fuil—time urofessional staff of between 15 and 20 employees,
the actual numbers dependent on work in progress and assignments
among and between othen.university departments. On staff WNCT
has the equivalent of six full-time positions. The actual number.
of CIML staff working on WNCT activities is somewhat larger, .hgw-. =

. 8, et -\'w

ever, because several indiViduals are used interchangeably for” ” T ’

both CIML and WNCT assignments. Thus WNCT's staff complement

presently includes its director, an economist, four staff associates

assigned to the four WNCT subcommittees, and three part-time

)

-~

administrative aides.

Because of the multipiicity of funding sources and overlap
of funding cycles for various activities, it is impossible to cite
% . ’

_a precise annual funding level for WNCT. According t6‘staff esti-

mates, however, WNCT's current resources amount to roughly $200 000,

. exclusive of the university's no-cost contributtons of?office space,

utilities, secretarial support, and administrative overhead. Non-

university grant support is derived primarily from the Z. Smith
: »

. Reynolds Foundation, with the remainder obtained from the Governor's

~

Office through a special modifitation of the university's

Appalachian Regional Commission grant for preliminary work on a

- -
-

mountain culture center in the region.
Functionally, the WNCT staff supports the work of the 55-member

- .
leadership council which has the preeminent role in assessing

regional needs and formulating future policies and program initiatives.

L]

And, while the WNCT board .is officially designated as an advisory body .

N
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only, it thus far has functioned as a gemieuconomagg,en:icy whose

)

decisions ‘are binding upon CIML staff and the university. At present,

WNCT's staff director has full responsibility for managing staff and

-

boérd sctivitiesLmore or less independently of CIML and its new

execgtive director.

.
N Current Activities .

As noted_earlier..the 55-member WNCT board is organized into four

committees concentrating on employment, education, natural resources,

< - 4
-

-'and regional heritage. During the past year, objectives ‘and work

plans were developed by each: committée and approved by the full

board. ; ‘

1u

The Natural Resources Committee, for example, has concerned itself

with land management and deve'lopmental planning, water supply and weste-

wate%ﬁ%isposql, mineral resource de¢elopment. and anti-litter "bottle

bille gislation, while ‘the Regional Pride Committee has sponsored a

[4

high school essay'contest with scholarships xo.winners provided through .

a scholarship pool formed by 13 area colleges and universities; In

_ addition, -the fatter committee held a summer retreat for the fifty

?inalists in the 1981 essay contest, installed a Mountain Studies

L4

pilot program in one, area school system, and developed an inventory of

regional agencies and organizations concerned with mountain heritage

- .

. and cultural preservation.

" The Education Committee has embarked on’e continuipg series of
. .-

~ meetings with secondary and post-secondary educators throughout the
. ) R : N\

[

]

) -
- (14 -

~




region to determine'their‘views and
' 3

tional needs of the'area._ From this e fdrt has come a new spin-off group -

+

called the Council of Presidents --"a WN

g : . " . . .
sponsored organization of

*

university and college presidents in the 12

l-. .

held two meetings of its’ own to discuss ho% post secondary institu-

counties. The Council has .

tions and WNCT can work together to furtheé the educational develop-
- . {
\\meﬁt of the region, and it‘has formed a rekearch subcommittee to study -
o 3
{
in depth the pervasive and persistent dropout problem in western

N
!

-

North Carolina's public schqols. Finally, the WNCT Educarion Committee

~
has initiated a series of meetings withfpublic school superintendents’_ '

. $ -
] i

' . ' .. .o / '
n the 17 counties to discuss the-negdsfof exceptional children, relations

£

. A ’ . ! . i ) :
between the schools and . the courts{ educational funding, and cooperative
4 .

programs between secondary schoolsg and post- secondary institutions. .

} .
i Ia

The performance of WNCT's. Employment Opportunities Committeé has ,

é

+

atso been impressive. Concerned that western Nortn‘Carolina‘still

£ N
¢ 7]

lags behind the rest of the’ atate in the rfrumber and quality of jobs
available and in average wages, the committee compiled regional .
economic data and conducted a’17-county survey on perceived obstacles
to eupanding job opportunities. A major c6mmittee concern has been |
the.region's paucity of economic development expertise.. ”And, through
committee action, funds'to hire a regional economist were sought-and
obtained from the foiceiof the Governor.

The new economist assumed his duties in July and is currently
working on five developmental projects; including a:prototype TVA=
assisted economic development plan'in‘one.underdeveloped western county,

&

a directory of regional economic de\/elopment organizatons and activities, .

‘ -

L
- 3

~ ' : .
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.

i

an analysis of thé-d;ciéion—maﬁing process used by private firms in

: L0 . -
determining where to locate, an analysis of the components of employment

-~

change in the region,.aﬁa‘a technical gu{de to assist local governments-

-and community leaders in formulating their own industrial recru1Qmént and

&

ecgpomic development strategies. Ty

)

Assessment
While the tangible results and products of thé WNCT initiative

are telatiVely:fgw in number, the accomplishments to date are by’néi

means insignificant. Considerable progress has occurred, and the stage

is set for éubstantiaf achiévgment in the future.
' +

Clearly, the past two years were devoted largely to establishing an
. . Y . ' .2 )
autonomous board of regional leaders, cultivating consensus on issues and
the belief that WNCT's efforts were worthwhile, and creating a vehicle '

to serve as advocate and cétalist for healthy regional development.” Iﬁ

a
Fo

pursuing thosevbroad goals, university staff and WNCT members have

AN

_ discovered the inherent dangers in attempting to build such an‘ofgéniza; '

tion éPd gain widespread acccptancé for it -- particularly when the
new effort 1s‘perce1ved as a threﬁt td older, more established entities
" whose goals and respon;ibilities are undeniablyusimilar,.but whose scope
may be Considéfably more restricted. : ; . ]

" Updqubtédly, WNCT's potential impact was dimin!kged - 1f_only“.
temporasily -- by thé‘mannér in which it was first introduced to many
of thé individuals anﬁ_orgenizatibns‘whosq support was,cruétal to the i

eventual success of the 6vera11 effort. University officials have made

sincere efforts, however, to allay the concerns of WCT's former
. { X .

246
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‘detractors;.and they haVe,succeeded in gaining at least acceptance, if-

’

23@.55 .

4

PR S | bR 4 urf issues largely resolved “a ‘new direCtor on;board and'a A \

! h__ cleax—cut agenda before 1t, WNCT now seems. ready xo fulfill the expecta— _
N ‘_tions.of;th09e who-first conceived_it._ As a result of recent féderal -
. ,_“}budget cuts; the,continued‘existence of Norttharolina'sfnetwork of 18 o

v ‘s . : - o . i -

,substate regional plann1ng and development organizations is now in doubt._-

L3 ’

~" o _Federal funds for programs currently planned or adm1nistered by these
. {” .
s multicounty regional groups (CETA EDA,,and Appalachian Regional

) o Commission, for 1nstance) are. being cut substantially or eliminated -

, altogether, and there is little to suggest that ‘funds to replace these :"/

\

-

L . federal losses canubeiobtained from state:and local,sourcesu
\ . a - - . .
At the same time’thelinfluence_of;these\Leadecgional OrganiZations.-

» . . R o - B o ‘ ) ’ . N

S . is dim1nish1ng, Governor J1m Hunt has announced the creation of a‘

» . [N

[

blue—r1bbon state comm1551on charged w1th preparingffor the state s
) . R ‘ s 1 E : ,El
e future growth and development. Thisucommission_f— North“Carollna.;

) ” B ;
2000 - is char ed w1th asse551n cdrrent needs ‘and- recommendin new

g 8 8
"'-v: - " . '.b'w a' : . : ' N . e o
pollc1es and- strateg1es to enable the state to prepare now for the

at . .. . 1 . L

. v demands of the let’tentury.- WNCT was represented at the state s
o AT f1rst meetings to discuss North Carollna 2000” and its staff and board‘
— have been invited to comment on-the work of thispnew commission as it.--

T

pertainsﬁto“the‘l7 westernmost counties.
.+~ Given the 1ikelihood-that a relatively inekpensiVe university— o .

7 d‘supported organization suph as WNCT- might indeed survive and prosper

despite the withering effects of federal cutbacks on other exlsting grass_’

)

'roots~planning organizations (there are presently four LROs serving the

‘o -

D

“ﬁ,ﬁsame 17 counties as\wNCT) ——‘and the clear indication, am least in

N Kl o

North Carolina, ‘that orgapizations such as WNCT will be called upon tqo

- . i

, w B v.
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.?;v"ﬂ, %help shape and articulate new Statewide growth and development policies - fq
. S B the future of Western North Carolina Tomorrow continues to be promis\ng._ 50
e L - \ R
ST The organization has established the leadership»base essential to its S Qo
e, ' ‘success and has already embraced the concept of planning\for the year o
< . . “ o g, *. e
3 ' 2006 as &% welcomed opportunity to undergird and reinforce the work of
‘ o tackle old problems‘b First,fwe ‘have se
P LA S : v aﬂ Ce T E
”'ﬂ‘materialize without enotmous investments of federal dollars
o | o
state and federal funding have been minimal, and much of CIML'

e
N "'

fidministrative overhead has been offSet by revenues generated frOm the

. . ] . T oE .
- . , ) . .
o : - IR , E& S : 0 ol
. ) S - ! o, . T
. K et ) B N B
. ;

organization s business’ and local government techn1cal assistance

jk:'f”ﬁ.. ._. iactivit1es.:&f'._"'f.: ;l:ﬁ,‘v‘fV: 2 R 'vﬂ,‘:7hff7-;~;hd‘;s‘h .
. S E A : S . " A
V;w s ;f WNCT'S experience suggests»that in- sparsely developed rural'areas,‘v{i ']?fp
';}\_f” o it does make sense ‘to create regional development organizatLons by | ‘
) ﬁ Hpooling resources and coalescfhg‘bipartisan political and business _,‘ | '_'qj'g?-f

‘leadership support behind efforts -designed to serve the greater public
Lo - o

good. But it also underscores the importance of hahdling the creation

,\yv‘ : f. of any such entity ‘with considerable care’ and forethought concerning l' .'. .
‘the implications for agencies and organiaationsfalreddy responsible , ,
'fif, . l‘for local planning and developmenraqjaff;%ps..y ::;': 2 V'_ T . “l ;
“;: L . . - 1In rural areas, in particular\\it seems almost imperétiVe that‘those ._ A :m

-

,responsibfe for securing the acceptanqe of local government :and business e
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"leaders'possess_no‘“

communi@ative skills to_‘enerate support rather than suspicions. ‘

: Faulty handling at ctucial early stages can lead to needless complica—

8 . &
i &

. L ions and may do irreparable harm to the eventual success of the effort.

e . —_
1 . B . -

Finalty, we can”conclude that an effor

such as WNCT's requires j

. Lo o 4
L e both the ndrturing of an established—and respected organization.—— in

v

o4
+

this case, "a regional unive”sity - and sufficient 1ead time for ideas
L : o - T e

to jell and new concepts to’ take hold before major action-oriented

»

o projects ageFattempted or tangible results expected.. Building credi-

bility, trust,'and support is aaprocess which requires both time and

. / "
=

ﬁ* , ' - patience, and one in‘which there appear. to be few, iffany, shortcutsw ’
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I. INTRODUCTION ‘

, .
. . o
. - : ! @ : . ¢ L

Overview

;4 g . .o !
[

; ‘ Haine's 1979 per capita personal income.of $7,057 ranked it
46th among the states} Its 1.1 million people are‘relatively dispersed:
there are only two SMSAs, and only‘SO%:of the population/giv% in '
cities,or towns of, 2,500 or more.’ o

Maine's economy has historically been based on six industries:

’

textiles, lumber and wood, paper. leather and shoes, agriculture
and food processing, and shipbuilding and transportation equipment.
Theserindustries have been in-somewhat of a decline in recent yéars,

' but they continue to dominate the state's economy. Manufacturing

employs a high pércentage of the population, and the top six industries
continue to account for 77% of the state's manufacturing employment.

‘ ‘ .Nonmanufacturing employment sectors (trade, services. medicine,

v

government) have heen expanding over the past 20 years, and new

. manufacturing categories, such as electronicsﬂ have begun to be

felt.

v

. There is a wide disparity between the economic well-being

°
t

o - of urban Maine and rural Maine. The state divides itself geographically

into four regions, of which three are extremely rural and one is
more urbanized.  The highest income area is the urban "corridor,"

so named because it is bisected by the state's only interstate

4

highway, it is in this region that most of the recent economic

'

growth has occurred. Maine s western, eastern, and northern regions

-
are_characterized by di'spersed population, low income, and high N

‘uneglployment. In 1980, for example, when the statewide unemployment'
J ~
153 ;
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rate Was‘7;8%, the rate in the corridor area .ranged between 4%

- 1.

and 7%; in the moré rural areas of the state, it was 10%, 11% and 14%.

§
r

- Each of Maine's .rural regions has {ts distinctive characteristics.

The western part of the state isxsparsely'bifulated but has a relatively

v
high proportion of employment in manufacturing. The dominani industries

. Cy
are natural resource-based -- wood, paper, lumber, leather. Eastern

Maine is poorer and even more rural, despite the grbwth of second-home

@
/

communities along the coast over the past'teg years. The arga;s

dominant induséries‘--'all struggling -~ are fishing, poultry,

ana food pfocessing; Norfhern Maine is the poorest "and maét sp;rsely
- populated part of ithe state. The only indugtries of note af; wood

products and potato farming.

Maine realizes it has several disadvantages 1ﬁ'§ompeting for

.. industry. 1t is far from}markets. éncrgy is cxpensiﬁe..énd'the
.cost of liv;ng.is high. Moreover, low personal incsme levels ;roduce
a relatively low level of SAQingg 1ﬁ1the_state, which equatesi to
a small amount of local capital available for invesiment; The -
A .~ 'state does havéAseveral charécterlstics which it uses to court.

1

industry: a strong work ethic (combined with low wages and a low

rate of unionization); abundant natural resources; a beautiful,

>

unspoiled environment; statc-sponsored financial fncentives; and:
! 2

43 industrial parks looking for tenants. = ‘

o~

Maine has a small (seven employees) State Development Office
which is part of the Governor's staff. The office recruits new
industries by publishing information on Maine, advertising the

state in national magazincs, and taking jindustrial prospects on
R

3
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-

N ‘ :
site tours. It also offers grants to communities to help them

market industrial parks and operates a small business assistance

hotline.

+

The staté also has a élannlngmofflce which p}epares reports
and policy documents on a wlde range of topics, including economlc‘
development. Addltlonal economic development planning has been‘“ P
carried out by the Governor's Committ'ee on Bural Development, an

interagency commlttee including represemtatives of FmHA, state

and local agencies, and the state legislature.

-y ) 3

Staté Rural Policy

Both the State Planning Office and the Committee on Rural
Development have published documents 1dentlfylng key economic develop-

ment issues and strategies for the state.' Although the two bodles

started with dlffevent-perspectlves (one focusing on economic develop-

ment, the other on rural development), their conclusions were simllar:‘
Maine's probleme with economic development are tied closely to

the rural character of the state, and its development opportunities

will be, in large paft, based on its natural resources.

The Planning Office has hlghllghted five economlc-development
issues, most of which bear on the rural portions of Maine: developmént
of natural resource-based lndustry (including wood, paper, agriculture,
fishing, wood energy, aquaculture, and.deepwater ports); more equitable
distribution of jobs.throughout thev§tate;vde%elopment of new,
high-growth, high=skill industries; environmental preservation;
and mainterance of public se vices without ralslng’taxesd The -

Rural Development Committee has identified a number of development

= oa
’vut.}
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strategies for rural Maine, emphasizing small-scale, natural resourcé-

based activitigé such as farmland preservation, cooperative marketing

' to increase the profitability of family farhs, devélopmenp of facilitieé
. B ) N '

to gene-ra_te'ethanol and methanol, and state aid for exp‘ion of -"

the secondary wood products industry. o

To some extent, then, rural‘pblicy and economic development
. ' (] &
~policy converge in Maine. This is partly because of the state's

wealth of natural resources, which have not been utilized to their
full potential (or to theﬁfuil benefit of the state); and partly
because of the state's competitive disadvantage in developing

other fypes of industries.

Programs Studied

This case study focuses on the Maine Development Foundation

-~

“(MDF) and its sister organiZation, the Maine Capitaf Corporation

’

(MCC). The Maine Development Foundation was selécted'for examination
because of the Qnique public-private partnership it represents:

it was created by the legislature, it is guided by a board of public
.and private members, and it fs supported by both state appropriations

and private funds. MDF is also unusual in its 'sectoral approach

to economic development, which focuses on a small number of industries
- . ’ .

with growth‘pbtential. While MDF does not specifically target
rural areas, its work has had an impact on rural Maine -- three

of its four major projects to.ate have involved natural resource

»

development or agriculture.

The Mainc Capital Corporation, a” for-profit investment agency,

was cs(ablished to provide capital for ventures dc;eldpcd by MDF.

g
(D) RO

»clJ!)




'nprojeCCS_in'Maine, and it provides dcal_packagfng and investment i
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MCC is only a year old, but it is discussed briefly in this case

study.

11. “RURAL DEVELOPMENT PROGRAMS ' o

Maine Development Foundation

w »

General Description, (/‘ o

-

'
PN

"The Maine Developmenc“Foohdgcion is a private nonbrofic corporation

established by the legislature to generate economic development

/“
.

activity in Maine. 1t performs some functions that are normally

handled by state agencies in scaces'chac'haye fully staffed development .

I

hdepartmehts,ﬁsuch as hélp@ng'communicies~develop and market industrial

o *

parks, packaging capital for expanding businesses, and administering’

‘the Trade Adjustment Assistance Program. MDF also”gocs beyond

_these functions to act as instigator and cacalysc'for major-developmeﬁc

-,
-

.

management for the Maine Capital Corporation. MDF sees<1cself

as a public entrepreneur which explores opportunities for economic

development and makes them intp realities. )
. —

MDF was created in 1978 on the fecommendacion of a task force on

L d

economic development appointed by the Governor. The Governor at that
time was a political independent whose background was in business; he

had abolished the state's economic development .agency, believing
that development promotion should be direccad'by business leaders
rather than bureaucrats or politicians. He appointed a task force

of prominent businesspeople and bankers who conceived MDF and MCC,

and their recommendations for the creation of the two institutions

‘were ,readily accepted by the legislature. ‘Undcr the Covernor's -

y

&

o |
op]
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plan, the public-private MDF was to havé/a decided emﬁﬁésis on

. the private side; a prominent corporate executive was hired as

.

its first diteEEor, . ‘ ' .\ | : L -

v

b

” L Shortly after. MDF became operational, a new bovéraor was
R ] ) - \ : .
. ' '
elected. He reinstated the State Development Office (though he

kept it small), and he gave MDF a slightly less private sector
' . ' . ’ : -
fmage by appointing a former P%i;: Corps wvolunteer and city planning - .
M

official as director. Still, MDF\has retaihed much of its private

sector flavoring and orientation. : :

MDF is controlled by its 230.members, or corporators. Approxi-

mately two-thirds of the corporators are representatives of private

.

" business; the remaining one-third represent local government,

L . . 4

universities, and other public organizations. The céfborators -,

elect 12 members to MDF's board of directors -- seven private sector
;epresent&t{ves and.S_public sector representatives -- and the )
Governor appoints two additional members. While the board sets .

]

policy and directigh for the MDF, staff takes the initiative in
selecting specific economic develépmﬁﬁt projects to work on. There
are five core‘stdgf members: . one runs the TradeuAdjustment'k%sistance
‘Program; one'gerveg as staff to the Maine CapitafﬁCorpqration;

one serves as liaison with corporaﬂbrs and is resbonsible for fund

4

raising; another works with local development corporations to market

-

industrial parks and help them package financial deals; the fifth is ™

.

MDF's president. Consultants'are hired to work on many of MDF's projects.

MDF has three sources of administrative funding: contributions

e from corporators, matching funds (equal to the first amount)

)
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',appropriated by the State'_and contracts fdr services. This«year,

N

‘the total budget was $630 000. Apiizzimately $120 000 came from

corporators, $120, 000 from State matching funds, and $l90 000 from

-

contracts. Private gector corporators ‘must contribute at least .

b
.

$250 per year, and public’ corporators, $50 per year. Many private

corporators in fact give more -- 24 contributed over $1,000 this

Y
.

year, and’ another 25 gave between $500 and $1,000. .MDF's contracts

come balsi'cally f‘rovwo sources: the Maine Capital Corporation

-.has contracted with MDF to package deals and manage invéstments,

T B : ; '
and state agencies have hired MDF. to perform research and planning
for economic development projects.

.The presidént of MDF believes that this tripartite funding

Y

/ .
arrangement has much to‘recommend ft. State funding depends on

‘corporator contributions,’and corporator contributions are a measure

.of how. effective the corporators believe the organization to be.
The funding system also enables MDF to leverage state funds for :
projects requested by particular industries.' One of MDF's projects
this year, for example, involved research and advocacy aimed E 4
a revitalization of Maine's poultry industry. "The project was d‘
initiated by several corporators.from poultry-related businesses
who.;ade extra contributions to MDF’specifically for this project.
In l980, fts first full year of operation, MDF’ conCentrated-
on three objectives: working to develop key industries with high

value-added production prOCesses‘(secondary wood products, fishing,

poultry); providing leadership to put MCC in_plaCeg and helping

.

* individual companies and communities with planning for industridl .

expansion, business assistance, and community development.

J . R5% -
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In 1981[ MDF has revised its priorities. It has placed less

emphasis on assisting individual businesses and communities, concen-
trating instead on four ma jor developmeént projects -- conttnuation
- . ~of its work with the wood products, fishing, and poultry industries,

. © ° and development of a deepwater port on the Maine coast. The
\Adjustment.

corporation 'is also continuing to administer the Trad

-

Assistance program and to provide staff services for MCC. The

four major projects are described below.

«
’

-Project Descriptions -

Fisheries Project -- This pfoject was undertaken in conjunction

A\
! ¥

with the State Department of Marine Resources, the State Development

Office, and the’ groundfish industry”in Maine. The objecti&és were

+to increasc sales of fresh groundfish and to increase the in-state

proéessing of fish. 1In 1980, MDF established a Groundfish Industry

. Déve}opment Téam,composed'of Susiness,execuiives from Maine's fishing

;nduggry,'bankers, food processors and markeceré, aﬁd state offfcials.
The team determfngd that'thé industq!'s g;oﬁéh Qas bcing limiteé-

by % lack of quaiity control and inadequate éa;ﬁecing. The team
é;kéd‘MDF to hélp'the'fighing.#ndustry with new markcti#g initiatives,

and it asked-the State'Dcﬁartmeht of Marine Resources to develop .-

-~ » . ’

'

a quality control program. MDF hired a consultant‘to organize
a marketing experiment in Maine during the, summer of 1981. and plans
~ to expand the marketing system to other states in the future. .

MDF is also planning to assist thrge fi;g\brocessing ventures start

up or oxﬁSnd this year. ,

L4
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9
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" work,

{
k3

Wood Products Project -- This projecf‘waﬁ undertaken through

rl B

a contrécc with the Staté-Devélopmehc Office, which had.long been

*

interested in diversifying Maine's wood'products industry. The
motivation behind the project was similar to that of the fishéries

project: Maine exports-a tremendous amount of wood products without
. . . A - . L4 L]

reap{ngfthe value that could be.added by in-state processing of

those products. During 1980, MDF survé&ed the state's wood products

L4

1hdustry with the goal of pinpointing 10 specific and feasible
"pppornunities” - firms’interéSCed in lotcating in Maine, Maine
companies interesféd in diversifying, or .viable ideas for new wood
products ventufes,

N

: Initially, MDF held discussions with forest products companies

»

within and outside Maine to discuss the potential for manufacturing

N -

- a variety of products ranging from business forms, enQelopes, and

greeting cards to furniture, cabinets, and specialized wood produccs.

After_idencifying potential business opportd%‘ttes, MDF presented

- its ideas to specific manpf&cturers and convinced key paper company

officials in the state to help mount an aggressive campaign to

N
Epproach manufacturers elsewhere in the country. So far, one printing

N i s

comp&nivifs agreed to build a plant in Maine as a result of MDF's

-
S

d othér deals are being negotiated.

+

Poultry Project --"This project was requested by the state's

poultry industry, which was faltering partly because of the high
‘cost of feed. In 1980, industry leaders asked MDF to study the
. .

feasibility of consgrucring:h centralized storage facility in an

attempt to bring down grain costs. "1f the results of the study

2G0
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of Ma1ne s four princ1pal poultry processors went bankrupt and

This summer, with!the‘support'of the'State Development Office and -

of f the central Maqne coast.v In th1sveffort,'MDF has acted ‘as

; o T : o
a . . . o . e E Tt

-~ - 9

were positive, MDF was to attempt to secure financ1ng to. carry

\ \

: out construction of the facllity E - .

During the course'of,the feasibility study, however, three "

1

' the industry was thrown into turmoil ConSequently, MDF conducted

L3

a broader- based §tudy of’ the poultry 1ndustry than’ it had or1g1nally

planned -and it dev1sed an overall strategy for help1ng the 1ndustry

’

become operational and compet1tive again. It found that the'industry's

\

most pressing problems were poor'management and the’ lack of equ1ty,
and it determined that these problems could be solved only by attract1ng

new investment or new ownersh1p for the a111ng poulLry plants. -

4
' LE " . b N . ' . . .
the GoVernorthQf sent“a promotional package to 300 potential~investors‘

all over the‘country. The State Development 0ff1ce w1ll assume

] .
o

the effort from now on, follow1ng up leads génerated through Lhe.

Lpromotional mall1ng ' . :

Searsport -- MDF's fourth major.project inbl980—8l has been

the‘development of a cargo port and 1ndustr1al park on an iskand .

' . ' ~ . :
" ‘the catalyst and'coordin@ting force to bring. together private developers

and state agencies, to secure financing for the project, and to

Y B : . >

recruit ‘industry for the park.

o ; ‘l
FRaRr

'

- fRelationship with the'State

" MDF" has an excellent work1ng relatlonshlp w1th state aﬁencres

e
E

and enjoys the strong support of the Governor. The State Development

‘

Office uses MDF as a,resource” for performxng studies, developrng

)
b

g projects, organlzxng 1ndustr1al task forees, and. 1ndustr1al recru1t1ng

]

)



: . o ) One reason for the close and. noncompetitive relationshi.p between-

- ! . S . .~ y

MDF and the state agency is that the State Development Office is

I

limited in function and has only a small sﬁaff Staff at, both

MDF and the State Development 0ff1ce agreed that 1n other stptes, blb'ﬂ“
l.,‘»i.’;vv:_ A e . _‘;‘.'v -
where a. state development agenCy'is responsible for many of the~ ca e

. ~ 'v: t:'; - e

‘*wfunctions carriedwout by MDF, an organ1zation l1ke MDF mxght find

TR, { harder tb stake out a turf for 1tself

Ix"" “

;Aﬁfif"u-vfMDF hasvnurtured a strong-relationship with the state adm1n— Co

‘lstratfon by'choosing projects’ that the Governor and the state
agencies support. DevelOpment of'the State's fishing industry;

- ;. .
3

v for example,'was a high prior1ty of the Governor' s, and the wood -;@;,

5. B

products project was fequested by. the“d1rector of the State Development

-
e . -

.ﬁi.Off1Ce“ Add1t10nally, MDF has been careful to select its prOJects o

for geograph1c balance, it has worked with 1ndustr1es that affect

v the_economy of nearly-every part of ‘the state.

%

- Assessment’
.Although MDF is felativély new and can claim'only a limited

0 -
r

actual-impact.to’date,‘1t is already looked to for leadership in

state: economic development efforts. bfhis status is a result of -
three MDF attributes: the ab1l1gy and pol1lical acumen of its
,staff;_its-close ties -to centers of power.1n,Maine's.business’
{ . . o ; .
vcommunity and;state goVernment} and its clearly conceived, focused
o .

: approach to economic development.

- . MDF's staff members have solid backgrounds in both the public ¢

and private sectors. ~Staff includes a former advertxslng‘executive,

.7 a Dean of the American Economic'Development'Council's summer Economic

o

-

DA i 7ox: provided by enic [N




- DevelopmentvInstitute (the basicvtrainrng ground for.developers L

. from- all over’ the country), and a former planning director for-
: L

. - one ‘of Maine s larger cities. One reason for establxshing MDF

A N ¢ .
. as.a_private nonpro£it agency rather than as .an armiof state'government

~

was to enable the organization to pay salaries competitive with . IR

U ,o N - -

the private sector' and this 1s undoubtedly one réason MDF has’ . ’ )
U - r R . -

been able-to attractvand keep~highf§ competent staff. S : .

. E . MDF's structure and history are responsible for its influence
» ) »
: .

with leadershlp of both the private and- public sectors.: From the

L. L start, MDF wasfsupported by the state's industrial'and bankjngwfwie _ _ _—
leaders;'inlfacta they'dominated the task force that’con;eived”ﬁ
the'organization. Thevcorporator structure;insures that.private' -
. o - i o
contributqrs.will have a continuingdjhfluence‘on MDE, and some.

\ . . . * . +
! . y N E . . —

‘ v ) . . ’ o : ]
. . _of the state's largest firms haVe become corporators. There is oA

.a real potential, inzfact,'for MDF to become simply a creature®

'of'private industry interests; sevefal-poultry:iirms became corporators;d .

for eXample, expressly to leyerage stdite money for the MDvaoultry“

‘.. project. This potential for privatc sector domination, however,

is balanced by the public_representatives on'the’board,;including o

- . . c Toe . -

two gubernatorial appointees. .From‘the start, MDF has maintained

'the'strong.support'of the Governor and:the State DevelopmenttOffice

. b .
£ L 4

as well as the"private sector.

.

' MDF's approach to economic development so far has been sectoral

I3 N

centering on idenrlfxcation of | industries whose potentf\Q\:j}unrealized

s

in Maine. In two cases, MDF has focused on gaps.in the utilTzation

of natural resources (forestsfand’fish) and sought to stimulate

enterprises that could increasc the valuec of these resources before




-that could affect entire%industries.

Wt . X . . ) W

'

'they'leave the statewv in'another case, MDF set: out toffevitalize

e,

a faltering industry and in a fourth case, to develop a major :

port facility which could have. far-reaching impact on the state s
‘. L e b

economy. In general MDF has tried to maximize its impact on the

.
Lo

“state by concentrating its efforts on a small number of projects

i

4 L -
~F

Since MDF's fund1ng comes from a large number bf small contributions

@

(matched by state appropriations), the agency is in a good position

T." B -

“to weather a period of federal budget»cuts. Fund ising, however,
. S h L ¢ : -‘ » o
is a constant activity, with one staff memberfspending'mpst of :

his time mecting with corporators and séeking new contributors. - ‘.

- 3

Moreover, MDF'currently finds itself in a somewhat uncertain position

v

with respect to funding After contributing for two years, s0me

t ' -

corporators feel that they have done their share, and- MDF will

-
B

o have to convince them that its activit1es merit the1r ongoing support.

Due to federal cutbacks, contracts with state agenc1es (which accounted

for nearly half of MDF's funding ‘this year) will be harder to come.

¢

by, as will funding for the impiementation_of’capital outlay projects

MDF rccommends.' Stiil, when’compared to brganizations'that are

|

supported solely by public monies, MDF's future looks promising

»

AS”discuSSEd, it might be hard to replicate MDF in 5tates

that have completé economic development departments, simnee some

4o
b

of MDF's functions would overlap with those of the state agency.

It seems, however, that MDF's approach to development is one that

many states could use, and one that most state departments do not

3

offer. MDF acts as a projcctvinitiator, cacalyst, and link 'between

-

a

. - 264
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G
(]

ftheipublic and private sectors, and its independence allows ‘it

“ . " to be creative. - Its innovative funding mechanism forces it to
[ o ' 7 K . X N B . ’ ¢

. ) . . . . |
be responsive to both private corporators and state government

oo

e - and to show results. o S .

Maine Capital Corporation -

| ‘General Dech&ptiOn
‘ - N . . . a B

X . »
|

_The legislature created MCC to provide a source of financing

.t

: / s . ’ . - » , .
‘ for projects initiated by MDF. The legislature authorized MCC. -

5 | ' to issue $1 million in stock as a for-profit corporation and efféered

o, AN . . o

a 50% ‘'state income tax credit for investments in the corporation.
. o . . . .. ’ - N oo
MCC is licensed by the SBA as a Small ‘Business Investment Corporation

. !

'(SBIC), which gives it access.tq an additiona} $3 million ih SBA

funds for eqqi}y igyéétmehts and lpnganérm léané; The leﬁislathre . ‘f

- . A s . -

placed only two restrictions on MCC's activities: It must jinvest .
o . . . ! : ' - f
< _ ]

., . . . ok b . )
only in.in-state business ventures, and two of its board members

must . be apbointed by the Governor. (The other seven are elcccﬁd ‘ - . /

by the étockholders.) S | ' - . :  %, IQP !
MCC became opcrational in September of 1980 when it had sold

$1 ﬁillion in stock to 32 investo?s and.obtained its ficense as
a federally chartered SBIC. hany of the stockholders are saQing;
banks and other financial institutions? joined by somé”combanies

hand individué}s. In its :irst yeaf of opérétion, l{CC has had no - S
sfaff of it sqown. Since its main purposc was to financé deals
generated by MDF,'it,haé contracted s;aff functions EoﬂMDF.

) A number of observers maintain that MCC has not proved to

'be an appropriate finance institution for most’ of the venturcs

!

+  ,assisted by MDF. Since MCC's board.is'dominated by representétivcs

I . » 7 -
~ .

Q : . . ‘?é\:,
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oy ,

'ofvgavings‘institutions-;- conservative investors by nature -- the
board has favored relatively large-scale, low-risk investments that

promise a fast return. Many of the investment 6pportun1t1es identified

by MDF -- those in the poultry and wood products industries,’ for
example —- have not met those cfiteria.

MCC made its first invegtment this summer. The target was

a compahy that assembles computer components which is hovipg from
Boston to rural Maine. The company is expected, to hire 23 workers
initially and 100 eventually,.'The deal'ﬁas prdposed to MCC by

the SBA, which wasvguaréntéeing a loan made to the company by a

1

local bénk. MCC completed the financing package by taking an equity

position in the company and providing subordinated debt.

During MCC's first year of operation, it has become clear

P

e

that MCC and MDF have essential differences An structure and outlook

‘that make {t difficult for the two bodies to work together. MCC

-

is”a for—profit‘corporatioq, responsive to‘the financial concerns
of 1t§ investors, whiieVNDF has a brﬁadeﬁ’public-mandate. Becaqgg
of the miniﬁal relationship betwegn MDF‘and MCC activities, MDF

is now urging ECC.tb,hife its own staff. The staff pers&h'codld

be housed in MDF's office .but would have separate responsibilities

and would report directly to the MCC board. !

)

Assessment

In its first year of operation, MCC's iﬁpact has been limited.

4 L]

Tts conservatism is characteristic of the behavior ofLSBICs, particularly

in their first few years when they have to prove their financial

o

266
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viability toxihvéStors} In thigs case, though,, one would have hoped

that the stafkﬁs pfomise of a 50% tax credit to MCC stockholders

would have'heipéd the co;poratioh overcome Ehe.tendency to be

conservative. - » ' N '
In the fhort run, MCC's future is secure —- it still has most
i . of its initidl funding for investment, and it is not dependeﬁt ) - ‘

‘ on ogtsidé funds for administfationf .After it has invested its

- ' . 'initxal assets, MCC will have two optian It will have to issue ;

4

additional stock (presumably without the bonus of the 50% tax credit),
or wait until its first group of investmentsfreturns_enough money

. . AT
- . P . b

to fund'ncleentures. Either wiy, MCC might experience a slow

~period, with little activity. . T : i

It is too soon to éssess HCC's,usdfulncss as a partner- to MDF. -~

Like many new financing institutions, MCC has experienccd é sloQ . e
first year, making dhl&sébgﬂinvesﬁment. 1t*is cleér, howevor, Lhat if

MCC is to. provido significanL qupport ro MDF, it will'have~torovepcomg f

- .
P

some of its 1nitia1 tharinesq and conservat1 R " AR St
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. 1.- INTRODUCTION

. Overview .

The State of Massachusetts is unique in its support for communit?—":

. based economic development and its widespread network of local community :

development corporations (CDCs). Although the state is predominantly
urban, it is included in this study for two reasons: fo present
a community—based approach to economic.development and document
a state's support for that approach; and to‘allow consideration .
of how institutions in an urban state can serve rural areas.'

. . s The, case study begins by describing the character .of rural

Massachusetts, the CDC approach to economic development, and the
/

' . | evolution of a rural CDC. It then discusses two of the state's ¢
\ i

fnstitutions that were created specifically to support community—based

economic development. e

.

; . - One—half of Massachusetts population lives in the Boston SMSA,

- ~ and fully 85% reside in metropolitan areas. ~Outside the Boston

x

SMSA, there are five cities with populations of 100,000 or more

and numerous smaller cities. The state s economy is characterized
.at once by -growth in some geographical areas and industrial sectors d
(the microelectronics industry, for instance, is booming in the
outskirts of the Boston SMSA) and by distress in others (primarilyv
inner cities, rural areas, and Small cities). The.western one-third

of the state is the-most rural region and.includes some of the state's.
lowest—income communities; it is on that area that this report focuses. .
| While parts of western Massachusetts once had a strong industrial

o i k3

or ag?Tcultural ‘base, much of the’ land is now forested, and many

- . . . 1 70 . ] . [
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'

of the mills have been abandoned for years. Population dropped

t ) .

steadily from the m{ﬁ-nineteeﬁth century until the 1950s, but hés
been growihgvsince then. Many Bostonians and NeQﬂYorkeré have built |
. secopd homes in fhe area,';gh there has been a steady gﬁ-migration
of year-round residents as welli, Maﬁy of the latﬁer were drawn

to the area by its numerous collegesgand un?bérsfties. and they "
tend‘tp be wel;;educgted?§ Tﬁis pattern of in-migration has been
partigularry notable over the ﬁasE 15 years.

Althougﬁ the state is compact and most of western ﬁassgchusetgs'

s withig a:two- to three-hour drive of Boston, many residents of

western Massachusetts tend to resent and mistrust state, government.
i ~ ' it ) -

. -~

Most state programs are,designed with yrban areas in mind, and western
Lo p - /o

-

4
i

residents'believe that burcaucrats, urban creatures themselves,

W

- -

have little understanding of the special problems of rural 7
v [ o ' FAR

L4 A
3

Massachusetts.

-

CDCs in Massachusetts

. The communityydevelophehr corpbrations discussed in this report

”
i

are private nonprofit.organizations created by residents“and businesses
- . G § ‘ ' o '

of low-income areas for the ‘purpose of upgrading their communitigs.

.Some CDCs have been formed in response .to a specific crisis affecting

the community -5‘e.g., the threat of mass demolition from urban .

renewval or.highway construction; others have evolved from more gencral
- ' o : q
needs to create local jobs; imprqve housing, or expand local commercial.

activity or social services. The rationale behind most CDC activity

is that dreas shunned by thé private sector (inner-city neighborhoods

that.have lost‘theif retail facilities, or rural areas that have .o
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. . . . .
. . . . .
. . . .
.

(lgst manufacturing jobs) require a joint‘public-privaté effort to

revive the economy.
. : R S
Massachusetts h#s some 40 CDCs. 'Perhaps half of them have
. been in existence since the 1960s or grew out of well-established

v,

community organizations, while the others came into being recently .

in response’to investment capital furnished by state government.

-

" To éuaiify for a.share of this capital, a CDC must be loéétediin
a low-income ares, ha?é membership open to all commUnity.resiaénts,’
- and have ' a board eléc%e@ by its membership. Andﬁtnraddition to
these formally gbnstitutéd cDCs, thefe are many othér coﬁmunity—
' | "~ based organiiétions in.Ma;s;éhuseigg - cohmunit; actidn ;S:::T:s, ﬁ

. neighborhood associations, cooperatives --ﬁthat are involved in

R . N . ’ ¥ '

‘ _ community economic development projects. Taken together, these
5 . . %‘:i 5 | ‘ . )

. organizatioms constitute a wealth of potential for community-based

“ \ &
~ .

; econodic development.

.

-

CDCs and other cbmhunity-bpsed organizations are much more

’

prevaleﬁt in Massachusetts' cities than in its rural areas. There
is a-tradition of community organization in the cities, étrengtﬁened
in some cases by the existence of close-knit ethnic néighborhpods

+ . n .

_ and in other cases by a politically sophisticated, well-educated .
- population. ‘A variety of'heighborhood struggles agaihsc'ctty‘hall

- R

based organizations in urban areas. ‘ .
) . L} ‘ !

In the past few years, though,-a number .of CDQé haQe'sprung

-

. ' " up in rural Massachusetts, assisted by the availability of state

funding, 0ne‘2xamp1e {s the Hilltown CDC, created 1n~198i as»in ‘

;

> .
:272 . " o .,'
> .

-
e

. ' in the 1960s and earl&.’705 dlso fostered the formation of community-




: | .

| D ‘
 outgrowth of a planning project initiated by the Center_ for Bural -

Communities.at the"Univefsity of MasSachusetts. A discuss!on of

the,evolution of the Hilltown cbcC should serve to. give a- feel for
economic deVelopment issues in rural Massachusetts and for the kind

of organization that-the state support network assists.

" Hilltown CDC

-
- .

Tbe Hilltown CDC's target area consists of 9 Hampshire County =~

-t " -

ltowns (called "the HillLoWns").Z The townsthave a Ebtal popuIacion .

"

of 9,047 and a median family income which is well bélow the scate

)-medianw* Unemployment 1s high (9% in January 1979), and most péople

~ who work commute 15 to 25 miles to jqbs in. larger towns putside

3 ] )
.

the Hilltown area.
The Hilltown planging project was origtnally funded by a FmHA

Section 11l grant in 1980. Staff of the project conducted’ inCerviews

and held meet!ngs with over 300 area residents to 1dent1fy local

N ~
.5 .+

concerns and-formulate recommendat!dns on ''meeting Hilltown needs
on Hilltdwn terms." The project compiled information on the local
‘populacfon, natural resource base, and business community, and published

a business directory to-encourage residents to patronize local merchants
. . .

and service providers.

During the planning process, Hilltown residents identified'
job credtifon as a high‘priprity, but they placed an equal‘fmpnnsis
on preservation of the area's rural character. These concepns led

. : ’ . ‘ ,
* to the recommendation-of several economic development strategies

. appropriate to the area: forest management, expansion of local agricul-

‘ture, promotion.of small-scale tourist and recreational activities,

- ' l) Py

.
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. " development of more economical means of transportation, and expansion

; ' of the small business base which currently provides about 1,600

jobs in the area. A further recommendation was for reducing "leakage"
in the local .economy through energy conservation and local production
and purcnase of goods and services. At the close of the Hilltown

, + * planning project, a group of residents formed a CDC,'oelieving it

i . ~ B ,
3 N . .
*

L could be a vehicle for implementing many of the recommendations - ; S

that had emerged‘from theoplanning phase.

« . - -

"o : ' -The Hilltown CDC obtained funds from the state in the spring

of 1981 to hire a staff person, for one year, and it ‘set, out to define

g _ goals and priorities. The CDC is currently interested in pursuing
Vi AR J . X . ‘
S threc approaches to Job creation.‘ First, it wants td help.small

local businesses through workshops, business counseling, and perhabs

I 'f " a revolving loan fund. (The CDC has already held one small business . :

!

- e ! workshop on product marketing and mail order techniques; it was o

-~
Y

attended by craftopeople, retailers, and farmers.) Second, it wants
- . to foster the. start-up of new ventures by ‘helping entrepreneur

- )

obtain capital. ‘And third, the CDC hope$ to renovate an old mill,

known as the Brassworks, inCo a fadilityawhiqh will house a museum

and industrlal and commerciaf space for small businesses. - - .

.

In additfon to business development, the CDC 1s addressing T >

v ~

itself to community‘development services (transportation ahd child- . .-,
- * : -

care), natural resource develqpment, and promotion of political

- o .

cooperation among the nine HilltoWns.r And whileé- it is pursutng

- . T

"these ends, the cnc ‘is ‘in the process of:bui&ding up -its membership . D

. ~‘and local s'uéporg.. Membersip-.includes both native Hilltowners
I -« * R .
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)a

.tions that are involved in eoonomic develqp nt activi{ies.

o

T . s Lot . -y
<0

and more recent‘afrivais tovtheaarea;_thougﬁ&therg §eens.to heha."
disproportionate/representation of.the in-migrj?ts,fmany'of whom

are craftspebple'or small business-owhers. o
. ProgramsvStudfed |

o
Joe

"The State of Massachusetts-created'its cpC support system partiy,
- ¥ P
’to make local ‘economic development organizations 11ke the Hilltown'

s

CDC more effective'and,partly to encourage morefcommunity economip_
development activity. ‘In 1977, the Community Development Finance. .
: Corporation'(CDFC) bé%ame operationalg and, soon after that, the

Comﬁuhity Econonic_Development Assistancejéorporaziohc(CEﬁAé) and
fthe Commuﬁify?Enterprfse:hconomiclpevelopment programd(CEhD) were"”v

hegun, ?ogether,'the three are'designed‘to provide‘a-conplete package.
(of sgrvices for comnunityvecOnomic deveiopment:kCDFCJofférs financing3

/

1nc1uding equity financing, for business ventures in which CDCs-

- .

.,are involved CEDAC offers technicai ass1stance and capacity-building

services, and- CEED funds staff positions for CDCs. .

This case study focuses on two of these three programs -—~CDFC

ad CEDAC TS

~

I1. RURAL :DEVELOPMENT PROGRAMS AND INSTITUTIONS -

' Community EconoWic Development Assistancd Corporation |
s ‘a T ) - £ . ¥ o

< : g . . S .

N ‘= General Description .. .. R

CEDAC is a quasi;independent state-institutfbn;fcreated by
4 ‘ v

o an act of the legislature and governed by a board appointed by the '

; Governor. CEDAC's purpose is to prov1de technical a5sistance to .

..

i +
=

4

b ) - L ‘ I~
— 27

P

5 . -

and help bui1d the capacity of CDCs and other community*based organiza- ‘

-

B R % ._-‘
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Although CEDAC hasﬂno fixed source of funding,‘ t'has maintained

S, ame annual budget of approximately $350 000 during its- first two

years of operation." t has received Governot' s discretionary CETA’
!e

.monies, EDA funds, legislative appropriationsﬂ special contracts ,

‘ for operating research and demonstration programs, and contracts

-
-

vfrom CDFC to provide services to CDCs.,
CEDAC's structure is new and still evolving, but the agency
currenEly provides three types of services to community-based organiza-

o tions. developmental assistance, project specific technical assistance,
. and’ t0pical training sessions. In the developmental assistance

o

}’”program, CEBAC staff work intensively with a small]number of newer

CDCs on the design of economic development strateg1es,,includ1ng
goal setting, determination of object1ves and priorities, and proJect

[T

planning. In the . project spec1fic techn1cal assistance program,

¥

‘ ’CEDAC contract:'s with consultants to perform specific tasks for

community organizations - venture feasibility stud1es, market1ng

.'plans, management analysis, or other serv1ces.’ Finally, CEDAC conducts

f1ve or six special-purpoSe Urainhng sess1ons each year for staffs

A

.:and boards of community-based development otganizations. Training f.ufv'“

A ' topics incdude financial analysis (a 3- day workshop), revolving
- loan funds, marketing commercial space, UDAG grants, and cable televi-

i .

sion franchising. - ; ' i ,a. P a

oo In addition to its’ glrect services to CDCs, CEDAC commissions

research on matters related to community economic development.
_»‘. . . -
One such research effort, a1med specifically at rural Massachusetts,

,‘was a study of "Opportunities in Agricultural Development in

‘/ IR Mass7Zhusetts," which recommended activities that CEDAC'might initiate o

o . to heﬂp the state's‘small farmers. = ’ ) T

;o S

Q o ‘ T c | . 2?77&; ‘ v &"-. P




oo
. :l_’f' ‘Program'Administration
S CEDAC,has‘a'staff oflfour-full-time{professionals, which'it
hsupplements with consultants and student‘interns.'eStaff 1s based
fin Boston,: but it serves western.Massachusetts as well as the cities
in‘the eastern and central parts of the state. CEDAC's commitment‘
-’to provide developmental assistance to the Hilltown CDC for example,

means “that a CEDAC staff member spends ‘at least’ a day every other

week in the Hilltowns. A major impetus to CEDAC’s rural effort -
is a CEDAC board member who is a strong advocate of rural development
and has a good knowledge of development activities and organizations

“in western MasSachusetts.

i

CEDAC has used a variety -of methods for allocating resources
- within its servic;s., lt hears requests for project;specific

technical’ assistance at each board meeting and judges requests

s

.non—competitivoly on the basis of indiv1dual merit. .This system
enables CEDAC to respond quickly when quick response is needed.»
This is the first year that CEDAC has offered intensive developmental
assistancé, and it has done so through use of its own staff CEDAC

:determined it could work intensively with a maximum of three CDCs,

v ‘\ -

so it issued a competitive RFP to identify CDCs that were ready
to make the best use of its help. A third method was: adopted for'v
allocating‘resources for board training.. CEDAC set aside a specific
fund” for board training since many CDCs had asked for such help.

Rather than staging a competition for the training funds, CEDAC

voffercd small entitlement grants to all CDCs in the ‘state. A CDC

N Il

had: only to fill out an application and submit it as. a voucher,

CEDAC staff would then develop a training package to meet the CDC's

needs.»

" & /
< B t
. .

-
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CEDAC has been equally flexible identifying and assessihg the\ :

S

eeds for capacity—buildrng among communityébased organizations.

-me ideas for needed services and specific topics for workshops

e come from CDC requests, while others have come from CEDAC stafff'
d board members.. Staff of the Hilltown CDC praised CEDAC for

its proactive style. CEDAC does n0t simply wait for requests from

the field; .but tries'instead to determine what CDCs might need and L

RN . I

to prepare. to meet those needs. CEDAC staff members‘study»successful;

CDC$ to catalogue the skills and‘techniques those groups have used

PR '

in achieving success, staffers then attempt to pass that informatiod

i

i
on to newer, less experienced CDCs.A' ' ‘ : _— ' 5'

’ - v

Staffs of both CEDAC and established CDCs agree that CDCs need

'

paid professional staff - especially nﬂber CDCs that do not have ' g

ot 4
1 ;

{funded projects which:can help support a core staff. New CDGs rely

( Ji p if
on board members and - other volunteers to build up the organization f
and plan initial projects, but ’,staff person can Speed the process.'

n . . . /

In Massachusetts, staffing for thirteen CDCs is currently provided

through the. CEED program, which is supported by state appropriations,
é . -
(In past years, as many as 24 CDCs received CEED grants.) Without

assistance from/CEED fewer cDCs would be- able to profit from CEDAC [
. /AR / .
help. At the same time, the effectiveness of . CEED—funded staff

- ¥

would be lessened by an absence of CEDAC assistance. Staffing a o

CcDC ——.especially a rural one ,~~ can be quite an isolated undertaking,v

,CEDAC .can minimize that isolation by providing a sounding board

for ideas, information&bn activities of other groups in the state,
and technical shpport that the cDC could not otherwise afford.

v

t
3

Tt

278
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. “

CEDAC works closely with both CEED and CDFC, though there are *

"‘ periodic conflicts over ideology and turf among the three agencies.

&y

: In several instances CBDAC has funded feasibility studies of ventures'

which were ultimately funded by CDFC, and organizations currently

’

receiving developmental assistance from CEDAC hope someday to qualify
for CDFC resources. CEDAC also works closely with the Cooperative

Extension Service, and particularly with its Arts Extension program,

- which attempts to help artisans to become selfhsupporting through

’
1

business. development assistance.

Assessment ' .
CEDAC's services are an‘essential piece of the state's support
for community ~based ecpnomic developmenta Almost without exception,

s o CDCs are low-budget organizations ‘that could not’ affort to fill. their

Vtechnical support, nceds'except through an ageney such as CEDAC. And

"%'.y in the area of capacity build1ng, CDCs often do ndt recognize their

.itrue needs, they could flounder about for years without the guidance :

CoH CBDAC ‘offers.
e ‘ f{” It is too early yet to- measure CEDAC's impact on CDC capacity._

g'CBDAC Ltself is only two years old, and many of the CDCs it works with .

-

are also'young, " Since most of-the.more established CDCs are ip urban -

D . areas, most of CEDAC's impact: to date has been in cities. For example,
. . it v 7 peen. ie _ o

CEDAC helped organize Bostogqfommunity‘Cahle, a, group of 10 Boston CDCs-

, SR -
that purchased a significant ownership position in Boston's céable A
television franchise, The group. stands to realize profits which it can

reinvest in its> neighborhoods, and it w1ll also be able to negotiate s ok

for job opportunities and community access to the communication system.
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Another success story occured in Franklin County (a rural countyj
& . A\' . -

in western Massachusetts), where a CbC,approached,CEDAC for help in

'salvaging a local garment manufacturing plant that was about to go

* £
under, CEDAC helped the CDC to analyze the viability of the factory,_
and togethef they found a buyer for it. As a result, the factory was o - )

-
Ed

saved, and 70 jobs were‘pneserved

CEDAC's . continued existence looked doubtful for a period this
- \ "_

spring, when the legislature, faced with a tighc budget ceiling, .was

hesitant about funding it and CDFC was debating the advisability of

’further contractual rqlations_with it. th sources of funding came
through however, and CEDAC is in relati%efy'good fiscal shape for

o . / < ) b
FY '82. Beyond that year, funding is st}ll uncertain. But as—CEDAC Vo

i

builds a stronger constituency among the CDCs it assists, it is in an

~

increasingly pdwerful position for obtaining continued funding _
( : - | j
Community Developnenr)Finance CorporationJ-. ! | _ . ‘ f

& ! .
/ : General Description
. . [

CDFC is an independent public corporation created by the i

/
/

Massachusetts legislature to provide equity and dcbt capital to businesses

The rationale behind

in economically depressed areas'ofjthe state.

CDFC was twofold: (1) the state wahted to stimulate business develop-

ment and job creation in declining urban neighborhoods and rural areds

‘ .

where private investnent was lagging; and (2) it wanted to increase the

!
H

" {nvolvement of residents in the economic betterment of their communities.
. i

To _achieve the latter goal, the CDFC legislation permits investment

.

only in businesses which are partly owned or controlled by community

development corporations. '
1 , ‘




'investments.

- biliey qf capitai from traditional sources. ) v

CDFC offers venture capital to new and existing businesses through

.
¥

’fhree-way partnerships among CDFC,‘the business, and a CDC.- CDFC

can . invest its money as debt (with negotiable rates and terms), as equity
(the purchase of common or preferred stock), or. as a combination of the

two. It can also guarantee-loans made'by other investOrs. When possible,

CDFC uses its money to leverage other private and public funds into its

&
n
©a

" . r\

Although CDFC {s required.by law to invest in businesses whitch
have‘a “reasonabie eXpectationJ of being‘"succeSSfui," it.does not
necessarily’look for the highest monetaryhreturn; In selecting inuest—
ments, CDFC considers. the‘fbilowing factors aS'part_of a ''social rate of
return" measure: (1) the investment must increase (of prevent the, i
loss of) full-time jobs which'pay,at least lSO%.of the minimum wage;
ﬂ2)_thetinvestment‘must benefit residents of the low;income’taréet
area in which the business is located; and (3) the business musp‘show

*
.

that it cannot succeed without CDFC assistancc because of the‘unavaila—
'CDFC's:9-member board,-which votes on all CDFC investments,iisl

composed‘of three.state cabinetdsecretaries_and'sixvgubernatorialv .
appointees. Two of the six appointees must be experienced in invest-
‘ment finance, three must represeht.CDCst and one must represent organized
labor. The staff consists of 5 professionais and 2 secretaries.

CDFC was initially capitalized with $10 million in state funds.
The state‘treasurer'issued a $10 million generalwobligationfbond and .

used the money to purchase all the corporate stock of CDFC. 'Interest

v r

-
a
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earned on the stock is used to;pay”CD?C's operating expenses. After

eight years, the state may sell its Stock in CﬁFC if the state treasurer -

-

determines that there is a market." S . -

Examples of CDFC investments to date ‘include a $260,00Q loan to
Colonial Cooperative Press, Inc.,‘a worker—owned book composition

: company, in conjunction with' the Clinton CDC, a $75 000 debt and equity

L]

‘ investment in Our Market, Inc., a supermarket (formerly owned by

" First National Stores) in Bostony in conjunction with the Codman Square

CDC,,a $90 000 debt and equity investment in Mfcrbdata Servicentér Inc.,

h
: ¢ ’ -

ca microfilm/miérofiche service company initiated by the Greater

. Roxbury Development Corporation' and a $150 000 debt and equity investment in

Conserve,and Save;ﬁeat, Inc., a residential,energy audit/retrofit

s % . o [

. ; L |
company, in conjungtion with the Neiéhborhobd Development Corporation of
R Lo, ‘ L i " E
¢ Jamaica Plain... = 7 . .

- [y

'
7
. v

4
v v

Program Adminﬁstracion'

'

During part of its first three: years of . operating from its Boston

Hu LI
o .

[

/ office, CDFC had a staff person from western Magsachusetts on board

-

\‘, »',9,\ ‘9 . ,v.
who spent one day a week in that parﬁ of the state. More recently, v

i

»

‘CDFC has opened an office in western Massachusetts and increased its
Ll . ')‘ S

e staff member s time‘commitment there to-two days per week 'to try to

N \generate more activity, To date, CDFC has invested in projects‘sponsored

by two western Massachusetts CDCs, including one involving a rural CDC

-

T -
'~  While CDFC is interested in serving the whole state, its first

L v

: priority is funding viable business ‘ventures rather than distributing

in Frankiin County. L

its assistance'cvenly.A Since most of the bejter—estaBlished CDCs are
i ]

in the Boston 'area,.CDFC's early investments were concentrated there.

[

N




Lo, 83 L D

Now .that capable CPCs are becoming more numerous in western Massachusetts,

CDFC has seyeral.éossible projeéts under consideration in that area.

.

 CDFC's biggest stdﬁbling.block.éo'date has been tHe lack of CDC

4 L
N

capacity fdr putting its.resources to good use. Four of its early

.

venture investments, in fact, ended in failure partly because the partici-
"_pai§ng CDCs. lacked the sophistication to make investments work. When
CDFC was established, only a few CDCs in the state were eligible for its

aid; CDFC staff memﬁeré did their best to help develqp'thé capabilities

of dther community-based organizations, but it was not until/CEDAC and

1>
-~ . . I

. CEED became active that"large-scale, effective capacity-building became

ta

possible. .

T v _ 'Assessment
A 3 \'\‘ B T
. CDFC unquestionably provides a type of funding that:

~ocgqrwise_bé available. 1In fact; the existence of itsvcﬁ‘ital pool 1is
" - partly respoﬁéible for thefcreatiéﬁ'pf many‘new‘CDCs andlghe trans-
%ormdtion of qther_organyzations 1n£o the QDC form to e as;e them to
qualify for CDFC flﬂancing. ‘Tn éiiﬁtdn, fo;.exampie, a grgyp of citizens

' , | |

formed a CDC specifically to obtain CDFC financing for [the féopening of

¥

Cw o

\

a plant that hgd closed.
a-$103million

b

f CDCs, it is

The Maséachusetts‘ekperience has shdwn that whil
pool of capital iied to CDCs can Spqu the creation
not sufficient in itsel% to turn those CDCs into capable, fﬁﬁovativ%
agcncleg. 'Aﬁ institutioﬁ like CDFC is most useful when it éantoperate

in conjunction with cépacity~bu ding and staff-fu ding progrﬁms

-like CEDAC and*CEED. And even i a state like Masgachusetts with a
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healthy tradition of community-based economic development activity, it

~took several years for local capacity to reach the point where it could

use CDFC'S8 resources effectively.

£

Since CDFC has invested less than half of its $10 million capital,

its'fgpding is secure for some:time; Staff.costs,afe’easily'borne by the

1n£erest CDFC earns on its nohtnvesied capital, and a hefty priné¢ipal is

left for program investments. In fact, during its first two years of

4

operation, CDFC was criticized for not putting its money into develob-

il
+

ment programs gquickly eﬁough. (There were, as mentioned, only a few
CDCs that were capablle of working with CDFC at thet tixe.a” |
Since CDFC got off to a slow start aed‘had lieel ;luek Qtth four of

{ts ea}ly 1nves£;ents,‘an assessﬁent of its impact wguld be son]ewhatg
lprematurefat this time. CDFC's more recent projeets show the ;akiety of
A . y

#

'ways in whihﬁ the‘agency can use its money to help, DCs develgp their

local economies. CDFC, for example, lent money to'a cnc 1n Springfield A
. e .

'to enable the CDC to buy into a large UDAG projeCtﬁ that 1n turn gave

d u; B
CDC a degree of control over the developmgg;~9£pCess and alwﬁwed it to

guerantee that part of the work under the projeet would go to minority
. *

0

~ Contractors. In another recent case, CDFC helped a CDC to entice a

-high technology firm to relocate to and expand in an inner-city

neighborhood. Staff' believe that none of the deals CDFC-has partici-.
pated in to date could have been made without” CDFC involvement.
" In considering the replicability of CDFC in other qtates, the

pivqtal‘duestion is whether other states have a network of community-

based development organizations sufficiently developed to utilize .

S - o P ‘ v A
this type of resodrce. The answer, in most states: No. Another

284 -
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question go s to the suitability ‘of the CDFC model for rural areas.

The average CDFC investment has been between :$100,000 and $300, 000

=, s

e

coupled with an equal investment from other sources. , While CDFC f;

- -

-been urged to. make smaller fnvestments,. particularly in rural areas, the
staff and board generally believe that such investments would notgbe Jl_g'

N ,A,‘ )

" cost~ effectiYe, sinte every deal (re\ardless of size) requires approximatelyr;

[ ) .'lr-

~ ]

the same amiﬁnt of staff time. , ‘
" The approach tobeconomieideVelopment represented‘by CDFC and CgDACQ;;‘:VC?
has séverafaﬁtrqng points. . The emphasis on job creation 1n‘depressed iéii'
areas guarant es that resources will be targeted on the neediest.areas‘;i‘ﬂ
and/the ncediest people. The emphasis on CDCs means that, in addicion;
to devetoptng tHe local economy, the apprbach helps bui{d up the capacity
and'power of gra s—reots,,eommnnity—based organizations, and thus teavesve
behind a solid f%undatibn for further activity in tbe comnunitysb

'Further, these inbtitutions step in where the private sector on its own?.

would fear to tread, -and they leverage private investment for the creatton

P—

of jobs. \

The approach hhs not yet been fully tested in Massachusetts, since
CDFC and CEDAC are nly‘two and three years old, and many - of the local
- CDCs are even younger. There have been notable resqlts-already -
horizons expanded for, CDCs, businesses relocated 15 depressed areas, new
bnsiness ventures sta ted. This approach to economic development |
however, might be conpiderably less bracticnble in times of tight state

’

and federal budgets. | To support‘institdtions such as CDFC and CEDAC, a

state must have a st*ong commitment to building up community-based ‘
organizations . Tha%commitment is likely to fade when the state is faced._

with cutting out of/cUtting back more established programs.

-
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other states, .one point is clear: Rural areaa!present speéial’Challenges

" g

”

and sim?lar'institutions in

1

- Whatever the future of CEDAC, CDFC,

.
1

\for community ecanomic development. In Massachusetts, at leagt,
rural areas require the availability of;finan;ihgifor smaller-scale

“ventures than urban areas, and the community organization process

. o
<
e
3
in rural areas is also more complex. ~ .
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“development through rargé-scale construction; As such, .the seven~county -
. ) ’ > . . ". )

to try a new approach to job creation.

-
i

THE MCGEE CREEK RURAL DEVELOPMENT DEMGNSTRATION'PROJEC&

3 a . o « ;

Background N ’ B L

The McGee Creek Rural Development Deﬁbnsg;pthn‘?roject is an}efforiv

©
e 7

to create jqbglfnifufal southeastern Oklahoma. through the creation of

, -

gpali;manufhcturihg firms. The seven countibs lnvoibed'areipoor -
more. DMgan one quarter of the people are 1n‘poveity.\%zd ten percent

are unemp loyed. ier capita income in 1975 was $3,176.’only 71% of the (

figure for Oklahoma as a whole. The many smaLl'towns‘&fth‘boarded-pp

s;ores-and deserted homes testify to thé unsuccessful att;mpts af the
;rqg to bring in new jobs-and thus keep the people from lgaé&ng.

_ The McGee Creek Dam and Res;;volr, a $113 million project of the g
United Siates bepartment of the Interibr. rests in the middfé Qf the

seven—gounty area. -Thls&prbjectlwas selected as one of the Carter

Adpinistration’'s demonstration sites in its rural initiative for area

area was targeted for increased federal dollars and visibility. Local

leaders and plnnﬁera consequently saw the project aalan opportunity

Kl
+

Though some new jobs had been é;eated in the area byllncomlng branch
pYants and by the Corps of Enginecers' Lake Texoma recreational project,

economig development is no easy matter in this part of the cduntry.

* Nor is the region abundant in haturnl resources. Realizing that tradi-

tlonal'lndugtrldl'recrulgment had not proved to be an effective strategy,

-

Congressman Wes Watkins and other areca leaders hit upon the {dea of -

developing small manufacturing firms which would concentrate on the

commercialization of new inventions and the manufacture of new progycta v

under contract to larger corporations. ) : 5
.-

. — 87 ;‘?58
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" that could ‘be manufactured locally; (2) "prototyping" ;— testing and _'.

i

'test-marketing, ~Profotyping-is“thuS»essential»fornassessing the market.

The o_vérall goal of developing_new‘busine'SSes would’ be reached RPN “

through a six-step process: (1)'identifying marketable new products

’

. perfecting means of producing and market1ng the products, (3) creating

new business entities to manufacture the products, (4)-training a

—

labor’ force for the new manufacturing firms, (5) training and assisting

managers for the new companxes, and (6) securing resources for financing.-

. .
) T .

It would perhaps be helpful to. discuss the foregoing terminology
a bit at this point.\ "Commercializing” an invention refers -to ‘the
process through which a new idea is transformed into an actual product

’

capable of generating a prof1t. Many steps can be’ involved in, this’
transformation - assessment, redesign, financing,'"prototyping*“ and At
marketing. "Prototyping" involves the manufacture of a small number o : '

of copies of the invention, so that ‘the manUfacturing process can be -

. -9

.developed and improved and so, there is a tangible product for use: in

r
oL

and also for minimizing risks and costs once fullzscale production
begins. o R o - % "
The McGee Creek discussion will also involve one further term.that'

may need elucidation -~ "vendor contracts. This term does not belong

!
; L.

, L - S ,
to "the commercializatxon process; rather, it represents an alternative
i ) : ~ ¥ .

strategy for economic development. Vendor contracts are.agreements
for the production of specific items to be sold to a larger manufacturing Y
facility for that facility's use in fts own manufacturing_process.

Back to the project: Many local institutions are involved in the

implementation of its six-step strategy. — _ = ‘ ‘

Pr ’ ' . Y : .
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" Center uhich uill be able'to asbess the technological and management

finanging for new businesses.

"

. ITRAD_-%-the”lndustrial Technology Research-and Development Founda-

tion —- was created in“léso'tofidentify,bassess;_improve on,.and.market

- . i . E . . .

¢ - v G

new products. The state'Department of Vocational and TechnicallEducation“

~has founded "incubators" at'threevlocal institutionsiin which»prototypes
"oﬁ'new products uill be produced«andeorkersgprovided with on-the-job °

¥ . 3 L o . . "
ltraining. The schools are also developing curriczla in'entrepreneurship

and management. The Southern Oklahoma Development Association (SODA),

Awhich serves as a regional planning agency and staff for the local EDA
keconomic development district, is: helping local businesses develop supply

‘ . contracts with a»large‘Air-Force base in'the_state. 'Southwestern State

: ’ Ty

'University is conductinghresearch.on means of usihg-products and

processesvdeveloped'for¥NASA as sources of new indbstrial products.»'

b o

Oklahoma’State Uniyersity at.Stidlwater is developing a Productivity

-

capabilities of new firms’, Control Data Corporation will be providing

Wy oW

a vendor contract through one of its subsidiaries, participating in

training at the local vocational technical schools through its PLATO

. program, assisting in establishing a local SBIC, and researching the

W%,
feasibility of building cattle feedlots and leather processing facilities

in the region. Finally, the Business Assistance Center at the local

.«

A
Y

. university in Ada will be used for business support services, and a
-CDC -~ the Rural Enterprises Development Corporation -- was recently

" established to coordinate-the project components. and to help arrange

B . L.
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Project Implementation =~ R Sy

Lo

' Theffollowing discussion will focus on impleméntation'of.the six
:majorISteps cited abovel,_Thebcomponents vf the project,.as uill'be
nevident,lare at varYing stages of developmenf'—- productiidentification,
:‘for example,_has been under way for nearly tdo‘years, while the. \ |
lmechanisms for establishing and financing new - businesses to manufacture

the‘new products have'not-yet been fully conceptualized.' .

1. Product Development and Commercialization of Inventions. In

Y

~ . L ) . ol I ).

»seekingvnew products’for local manufacture;pthe'southeastern:Oklahoma. -,

:pqueet relies_on‘two sourceS:A inventions_recommended;hv-ITkAD,.andQ
“»vendor'contracts with large-corporations or-the‘government.f Ilﬁ:D’has if
a staff of nine. and an operating budget of approximately $450 000.

’lts purpose is to identify ideas for new products, evaluate the1r feasibi—'

'lity, search out- markets and’ financmg, redesign the products if P . |

: necessary, proV1de for prototyping, help establish manufacturing '

H
o

,facilities, and provide managerial assistance. This past year, ITRAD

was’ supported by grants from the National Science Foundation, EDA, NASA,
and~the Minority‘Business Development Administration. ’ITRAD hopes to
hecome self-sufficientiwithinvfive years‘through incomewgenerated from .
rovaities andbperhaps throughvequity positions taken in new firms in

payment for its'services.

ITRAD has two primary sources for ideas for new products. The

-

first and most frequently used is~the inventor himself. Though ITRAD

has not publicly solicited product ideas, inventors from as far away

-'as Japan have heard about its work .and comm:nicjieﬂ’by mail. ITRAD's : ‘ o
o sécond 'primary source for product ideas is g”university program geared - , .
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.
to the transfer of technology. KIAC — the Kerr Industrial Application :

Center at Southwestern State University in Durant — 1is the recipient

-

"of a grant from NASA to develop applications in rural areas for products

_ and processes developed through NASA s Space research..~

All inventions submitted to. ITéAD are - evaluated through a computer,,h

LI R

program developed at the'University of'Oregon. The program ranks the

‘product according to 33 criteria which, taken together, encompass -

functional, financial marketing, development, distribution, legal

~ and environmental grounds;: The program also carries out patent searches.

ITRAD 1s currently exploring the commercialization process for

30 products which have passed the initial feasibility tests. "To date,

+

ZITRAD ‘hasg carried one product through the entire development process.

The produCt is a spare tire-carrier'which mounts on the bed or rear

"

of a pickup truck instead of beneath the truck's body. ITRAD found

. a local machine shop which could,construct a prototypelv'The‘inventor

then signed a contract with ITRAD, which wént on to market the tire

.

carrier through morerthan-400 ranch and farm publications. The tire

o

carrier 1s now being produced commercially. 1 o

4

ITRAD expects within_theuyear to begin production of a cool air'

induction system designed to}improve the efficiencytand longevity of

irrigation pumps. Research on this device, performed by an engineer,

"in New Mexico, was initially supported through a $50 000 grant from

the Department of Energy. That grant, however, was not sufficient to

N H .

allow for the development of a prototype or for the establishment of

a marketing program. ITRAD 1is currently_developing a marketing plan

for the invention, working with brokerage houses in Cleveland and New

L. v ' . ) :292 ‘ .




- York to secure financing, setting up a limited R & D partnership, and SN ‘

-be established to install and maintain theidevice, and_taking a 3-t0b6

" .of southeastern Oklahoma for the establishment of a factory to produce

/vendor contracts with large corporations or major government facilities

~.Alr Fprce's largest maintenance and distribution facilities. Also,

-'-assembly part.

" products each year. Equipment is being provided through the initial

192

redesigning the product so that its applicability will be greatly

-expanded -- to auto engines, for example. _ITRAD is considering assuming

a iO—to-20 percent equity position‘;n the local corporation that will
percent royalty on sales. ITRAD is negotiating with the Choctaw Nation "

. - -

the invention. _ - .

' ., The other’Source!of product ideas for new‘manufacturing firms is -

Y

that are willing to purchase items that could be manufactured in south-~’

£

eastern Oklahoma. To date,‘a staff person at SODA has learned how to

bid on contracts.at Tinker Air Force Base in Oklahoma City,gone of the

\ v

a subsidiary of Control Data*Corporation has agreed to use one of the

)

i

 vocational-technical system's "incubators' for production_of_a'sub_

2. Product Prototyping. " The area's three vocationalétechnical

schools now have the capability, through a $670 000 grant from the

national office of the Department of Labor and a small Governor 5 d%,

" grant, to manufacture prototypes for new products or for items to be

produced under vendor contracts. A a,800-square-foot block building

was constructed with CETA-paid laborers at each 'of the threercampusesg

. Each school hopes to use its incubator to develop prototypes for three

grant and through the state Department of -Voc#tional and Technical -

,

I .
(&
¢
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V .. - " "fEd'ucation's equipment ‘fund. The incubator facilities were completed'
in February, and production of the subassembly part for Control Data ‘A

*and of a new plywood saw developed by ITRAD will soon be under way.

3. Creating New Business Entities. The goal of the McGee Creek

,"‘- Project is to‘create new businesses once the‘incubator facilities haVev
had sufficient lead time for prototyping,,training, and production.
Ownership and‘financing of these new businesses remainAopen questions

at this point, though'project staff expect.that the cDC will be involved

in both ownership and financing.

- 4. Worker Training.' The project plans to recruit CETA—eligible -

’

workers as employees for the manufacturing firms. .The trainées will
. be given remedial instruction at the three vocational technical _schools l
and on—the—job training in the incubator facilities.' Plans call for

. creating 54 new jobs each year -- five to six jobs for each of the nine

products to be developed annually in the incubator facilities.

5., Management Training and’ Assistance..'The vocational-technical

i

“schools are planning to éstablish a small business management program

”

Afoerrbspective managers’of_the new4manufacturing'firms. 'Already;'course
components-on free enterprise have been introduced to all stﬁdents of
the system, and materials on entrepreneurial development have been inte-
'~ grated into business curricula. Management assistance will also be

E fi,d/,f’"‘\ava{qable through the state university's Business Assistance Center

N at'Ada and through the Productivity Center at Oklahoma State University,

°

which is in the planning phase.-

6. Financingi No special financing is currently avatlable for

-

. ‘establishing the new manufacturing firms. When ITRAD first opened,




~ EDA ‘had indicated strong interest in funding a venture capi;al-revolving "¥f'

vDevelbpmgnc'Corporation'—- was recently established. :The new CDC is

“the CDC can exercise oversight to ensure that necessary product develop- ..

Assessment

_considerable progress has been made. Success to date has resulted from

_public subsidies, and interorganizational cooperation.
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Ioan)fund; That funding, however, did/nopgﬁaterialize. Though the

¢ =

Oklahoma Hills Development Corporation'bpetatés a loan fund in the area, 'P::“

almost all of its capital is currently committed. ;

*

To help meet the financial challenge, a CDC -- the thal.EnterpriSes )

considering the fqrmation'of a'SBiC,'which, with SBAvéon;rlbutidhs,'
could make equity.investments in the new-manufactufing firms.

f The CDC will also perforh contractihg_ahd cbofdinating functions
for the overall préject. .Uﬁder'CQntractS with ITRAD, SODA, the upi?ef—-

N

sitics, the vocational-technical schools, and other ldcal institutions,

’

) - ) !
ment, prototyping, training,. and support functions will.be available

% ) J

to the nascent manufacturing firms. -

=

The McGee Creek Rural Develépment‘Deménsératibn Project is an -
innovative attempt to develop jobs in an area that hés‘had littleAsuccesé
in révérsing an ecdnomic decline that began fifty years ago. Though C N\

several of the project's components have not yet been implemented,

creative lead;rship, a broad, regionally based strategy, sufficient

Much of the inspiration and support for the McGee Creek project

has come from Congressman Wes Watkins and his staff. Described as

"evangelically committed to rural economic development," Congressman

Watkins conceptualized and secured suppdrt for ITRAD, the incubator .

.

T
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.' E_aci.lities,gand"the community development corporation. Lea'debr‘s'hlip has i
also been provided by officials of the two local economié development
districts and by state and local repreééntatives of the vocational and

technical education system. The Assistant Superintendent of'thafisys;em,
has personally assumed responsibility for the system's involvement in sup-

‘porting the 1ncubator'fac{lit1es, devefopiné curriéula, seéuring ;endor
contra#ts,vand éérticipating in the community)ééyeloément Eorporatioﬁ; o
Credit is aiso due’the first director of ITRAD. An éngineer,and - |
inventor from'Dgllas,”he succeeded fn Laeﬁtifying a considerable'ﬁumber
"of marketable inVentions and in attrécting a highlj qualified stgff

o to a small, somewhat isolated city within a short time. He surpéséed
_ o ‘ )
his own goal by overseeing the completion of the-development'qf a product

~within the first year of operation. He believes that ITRAD is well
a - , ‘ o . .
~on ‘i{ts way to attaining self-sufficiency within three to five years.
His general approach, however, is not without risks. The universe

of potentially salable inventions is a large and complex one. " Though

g

ITRAD employs computerized technology search and evaluation mechanisms

H

Eoﬁhelp screen out infeasible inventions, its approach is still a time-"
< _ : :

) . & .
consuming one involving many uncertainties. Furthermore, the director's

-

engineering orientation seems to have led him to seck out inventions

" based dn rather'complex,téchnoldgies,'though lower-technology inventions

may be more améhable:tq local manufacture. This tendency toward higher

‘technology was perhaps aggravated by the director's lack of ties to ‘

_the local area. He did not believe that the rural location of the effort |
. : : } |

mattered, except as a plus for the opportunities it afforded for cheap~

‘ ~ labor for .the new manufacturing firms. _

. .




"~ expanding industries. The Oklahoma ptogfgm'provides :réining for the
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Considered by itself, ITRAD indeed has little relation to the SuftoundingA

7

rural areas. But taken as part of a larger scheme that encompasses
the vocational-technical schools, the community developmerit corporation,

the universities, and the economic development districts, ITRAD becomes.
o : ) . ‘ ’ : - o 2
an essential tool for stimulating the ‘development of .new businesses

4

in,séutheastern Oklahoma. - /

The commercialization of tcchnoquy is not only riéky, but expensive

\

as.well. 1t seems that a generous supply of initial ﬁubltc'funding

is necessary to implement a dqyelopment stfategy based on’new product
. . ) . I )
commercialization. Though ITRAD draws on university resources for

’

technology transfer information, its evaluation, design, and marketing

. S ) Y .
functions are performed by its own staff. It should be pointed out,

¥

however, that ITRAD could cely more on technology transfer than on inventors .

'

as a source for new prodﬁct ideaé. Such‘an approach‘c° qommercialization
would be less expensive and tihe-consUming. It should also be noted
thaf ITRAD serves a fa;ilita;ivelaé well as a.cechnical'function -f.
pecutihg machine shop% for ptoﬁotyping and lihing up investors, for
.example. This function is just as important as téchnical evaluatioﬁ'
and engincering, and c?rtainly less‘demanding of money and technical
know-how. .

Public subsidies were also used for fhc creation of the incubacotl : o

PN -

facilities at the vgcational-technical schools. These facilities add

a new component to the programs offered by many community coilege systems

for providing in-plant ‘training to prospective employees bf new_and

prospective employees of new firms before the firms have been established.

~

.
1
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' Federal dollars, however; have not been the sole support ‘for this .
project. Since the Departmerit of Labor contract'expired in September,

the state Department of Vocational and Technical Education has been
\

‘paying the salaries of the coordinators at each of the three participating

institutions. The/state equipment pool helped to supplement the DOL.
grant for purchasing equipment for the incubator facilities.} The Assistant'
Superintendent of .the vocational technical\system is developing a slide

show for use in raising money from foundations and from government agencies.

¢

Some components of the project are designed for eventualrself-_
sufficiency. As noted, ITRAD hopes to support itself through income
earned from roynlties‘and equity positions taken in companies that {it
assists. The technical schools hope that profits taken-from éhods.
produced in the incubator‘facilities will be placed in-a revolving loan

fund for use in re-equipping the facilities for future production.

1f a SBIC is capitalized by’local investors and»the SBA, it should

S #~

'provide;equity for.capitalizing the new manufacturing firms.

There are, however, a number of uncertainties in the McGee Creek
pr ject s funding picture. Though ITRAD has sufficient federal grants
forf FY '82, the dollars mayvnot be available for the next year.

Finding sufficient funds for supporting the incubator fucilities ad

the related vocational-technical;programs might also becom¢ a problem.

But grounds for optimism are strong: 1if the leadership of this project '

has brought it dlong this far in less than two years, it seems reasonable

to assume that ‘the leadership can cnrry»it,further.

-

sy -
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It:iis too early to assess the overall impact;of éoucheastexn Oklahoma's

1

-strategy or to evaluate its effectiveness with a high degree of confidence.
g o ' IS

Suffice it tolsgi‘that the approach ig an 1nnovat1¥e response to thé

{ [}

problems ofﬂa>regiqn'w1£hAfew.natural dvantages. Th !esp0ns%’en;é{ls

risk, though the concurrent attempt to fecure vendor co tracts for local

manufacturers reduces that risk. The res tails considerable

¢ . ) -
expéhdituré} though much expense can be covered from the pooled resources

!

‘of local institutions. The southeastern Oklahoma'pfojeti‘cgrt?inly embodies

a strategy that bears watching.

H
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R e, . EXWiBIT 1
..N . ' THE NORTH CAROLINA RURAL EMPLOYMENT LABORATORY
Y o : J -
: .~ . The North Carolina Rural Employment Laboratory began in 1978

< s e,

when the state and national administrations agreed that North Carolina

' would'serve_as a rural labotatory‘f~ a testing ground for improving -
‘federal-state cooperation in the provision of1services and economic
» development ‘assistance for rural areas. B T
. B | o ."{'_ . . T v '

.~ This agreeménp was part of a general federal effort to increase Y

; _ the effectiveness of rural programsfﬁhrohgh linkages among federal
» X , ) p .
programs, cooperation ‘between . federal and state government," targeting

)“.
.

resources to meet specif1c rural needs, and st1mulat{hg pr1vate develop—"
ment through public investment. At the federal level, agreements S
€ . . - . . .

. A [
® N . <m

»were signed between such departments as Health Education, and Welfare
. : (now Health and Human Services), Hou51ng and Urban Developmént, and
‘ ' 'Labor. J01nt stdte~ federal rural development councils ,were established

in many states to promote intergovernmental coordination, and agreements

i;W“"_M_QLLL_ wiﬁwe:eASigngdihctggen individual states and the federal Farmers Homev

] v ! : * E ]
R ?
nAdministration. North Carolina was designated a demonstagtion sife - .

“a

for several of those efforts; additionally, the state was the scene
flof_a number of state and locally initiated rural development projects.
Each of those'projects had as a goal the creation of unsubsidized : o "'fﬁ

o

jobs for the unemp loyed and underemployed in rural areas.

. During 1979 81, MDC acted as both a facilitator and mon1tor , e
.ii: for the Rural Employment Laboratory prOJects. As a monitor, MDC
followed the progress of the projects by talking regularly with project

.‘I

staff and other key actors in the public and private sectors. As

'. . ‘ . 'a’“'facilitator,' MDC helped to open and smooth communication between




w2

LT

egencieﬁ,yhicﬁfhéd no,experience'working together and between'government'

agéncies and the private sector.-~MDC s findingsrandﬁanalyses»were

. < o
ipresented in its First-Year Final Rgport on the North Carolina Rural

“Employment Laboratogy (May l980), and in interim reports entitled

:Fac1litator s Role in Collaborative Rural Development' The North

.Carolxna Rural Emplgxment Laboratory (Novembe '980 and May 1981).

Projects included 1n the Rural Fmployment LaB during l979 80
were: . ,' - ' L - .
-- FMHA-North Carolina'Agreement‘and the Rural Development
- Coordinating Committee. ‘The Farmers Home Administration
and the North Carolina Department of 'Natural Resources and
‘Commun1ty Development entered into an agreement. to target
FmHA and ‘state resources to Yural areas according to the
state's-Balanced -Growth Policy. The Rural Development
‘..Coordinatlng Committee, composed of federal,. state, ‘and local
government representatives; was created to monitor the FmHA
© Agreement and to 1mprove coordination among Tural development :
programs.- ‘ S S '

'-A.Western North Carolina Tomorrow. A two-year-old council _
of leaders from North:Carolina's seventeen westernmost counties,

_ _WNCT employs the. resources of Western Carolina University )
'7" ‘;ﬁjifln addressing regional development problems. ' : ' '
' ;4'Graham County Railroad. A locally in1tiated county development
) f‘corporation whichy with the, help of a local. university, solicit-
- ed support .from federal, state, “local, and private seurces
“to rebuild ‘the .only railroad connecting the county's industrial
Mcenter to the maJor railroad interchange in the area.

Carolina’and Dare County, with the suppdit of several federal

- agencies, undertook a joint' effort to devélop a modern seafood
- handling and processing facility at Wanchese. An apprenticeship
. program was developed to train local residents for the new
fq»jobs that w1ll result’ from the project.

'f.;“ Wanchese Harbor Development ProJect. Tﬁ:}State of North
P

“ ~— Rural Transportation Initiative. North Carolina was one

of 14 demonstration states under a White House interagency
initiative which linked CETA-funded jobs with rural transporta-
“tion projects funded by the Department o[?Transportation.

<

D o
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‘ o The emphasis was on placing CETA-eligible older workers in --

- " jobs in DOT-funded bus systems in small towns. :

—- ‘Rural Health Initiative. North Carolina was a demonstration:
- state for the interagency agreement between DOL and HEW to

train migrant and seasonal farmworkers to work in community

. and migrant health centers. DOL agreed to' recruit eligible
‘trainees and to cover traiﬁing-cbmpénsation,for participants.
HEW. agreed to provide training and'placement-in'entryalevel ’

.job%. B

-

—— Water and, Sewer Initiative. North Carolina was one of 14
- ‘demonstration states for the interagency agreement between
DOL and EPA to train new workers in water and wastewater
: : tteatmentloccupations and to upgrade the skills of selected
. : ‘ workers presently employed in the field. The National Rural -
' ' Water Assoctation, a subcontractor of EPA, worked with the
S North Carolina Balance-of-State CETA prime sponsor to fill
. L f the job slots-with unemployed, economically disadvantaged
, : - : <y -

" rural people. . ‘

—— HUD Rural Ipitfative. North Carolina was one of -two demonstra-.

tion states in a program.designed to make hogsiﬁg’and‘dommuhity
"developrient programs perform better ig rural areas. Federal;

7 , ~ -.state, regiqnalﬁ?ahd lo¢al agencies were ‘involved in the o
. . ©  program, which tested the effectiveness of alternative technical
' T ’ assistance delivery systems in fourteen small communities.

- ) -— Welfare Reform‘Demohstration;:LThfee rufal'North Carolina

. counties-were Gelected as a demonstration site for a national
welfare reform demonstration. - The objective of the project

,was—tofmevefpee§~people;finélpnbligﬁdgpgnggnce to self-

o 'sufficiencyﬁthrough employment; w1th.(he'additIOnal goal-
of providing needed community services through the employment
of participants. o e

_ —~-Chowan Basin Wastewater Méhagement Project. This project
was a cooperative attempt by 13 small communities, the State
: of North Carolina, and a state university to design a regioﬁal
‘model wastewater treatment system. The project included
the design of a curriculum for training local residents as.
operators. - . ; : ' ’

—— Albemarle Basin Project. The project was a unique approach
to plan the development of a multi-county area, focusing
on the existing natural resources. The Albemarle Center,
the physical base. for the administrative and operational.
components of the project, was to-coordinate a variety of
human service programs; help entrepreneurs develop new business
ventures, and stimulate demand for locally produced goods

i ‘ ' - -~ and services.

y

‘
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In 1980 81, thedlast four.projects (HUD Rural Initiative; Welfaren"

'Reform Demonstration, Chowan Basin, and Albemarle Basin) were

v eLiminated from thexRurdl Employment_Laboratory study because they
.‘were oomlonger active.b Also, two add1tiona1 North Carolina projects>.ei

vere added to the study

e Employment Initiatives. Interagency ‘agreements between the
Department of Labor and the Economic Development Administra-
‘tion mandated that a percentage of new jobs created.through .
federally assisted development projects be reserved for the
long-term unemployed.  MDC monitored the’ implemenLa- o
tion of these agreements in North Carolina.. _ .

- State Rural'Dcvelopment Corporation. North Carolina initiated
"~ a planning process for the creation of a new institution
‘to spur job creation in deépressed rural areas. MDC monitored
the progress of this effogt‘and provided technical assistance.

Sy
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